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Highlights 
* Local economy will share in North American recovery 
Toronto new home sales disappointing in 1992 
Potential for strong new home activity in 1993 
Condominium market will remain over-supplied 
Renovation activity to revive 


Toronto to join the recovery 

Of the major centres in Canada, Toronto has been one 
of the hardest hit by the recession. The level of employ- 
ment has fallen by 191,000 persons, or 9.7 per cent during 
the recession. As of August 1992, the unemployment rate 
is 11.7 per cent (seasonally-adjusted). After several false 
starts at recovery, there are not as yet any good indicators 
of recovery at the local level. However, there are signs of 
improvement in the Canadian and U.S. economies, which 
will eventually lead to a turnaround locally. 


The U.S. recovery is resulting in record levels of ex- 
ports from Canada, although much of the export growth to 
date has been in industries which are not important to the 
Toronto economy. Assuming that the U.S. recovery con- 
tinues, Canadian exports will become more broadly based 

_and export demand for Toronto’s manufactured goods will 
expand. 


Number of employed — Toronto CMA 
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As the Canadian recovery proceeds, Toronto’s role as 
the national service centre will result in gradual improve- 
ments at the local level. This will include increasing 
strength in the Toronto-centred financial and business ser- 
vices industries and increased tourism. 


In addition to the positive external factors there are 
some internal factors which create uncertainty about the 
timing and pace of the Toronto recovery. 


The most important of these is the very high debt bur- 
den of consumers, business, and governments, which will 
cause these actors to be cautious about spending for some 
time. In addition, slow growth of pre-tax income com- 
bined with increasing taxes has resulted in erosion of 
consumers’ purchasing power. Finally, high vacancies in 
non-residential real estate in Toronto will discourage build- 
ing for years to come. As a result, the construction in- 
dustry will not be able to fulfill its previous role as an en- 
gine of growth in the local economy. 


AS a consequence of the positive external factors, it is 
forecast that the long-awaited economic recovery in Toron- 
to will begin by the end of the year, and the pace of 
recovery will accelerate during 1993. As employment im- 
proves and consumers become more confident about their 
job security and their personal finances, they will become 
more willing to spend and the momentum of Toronto’s 
recovery will accelerate. 


Migration supports housing market 

During the housing boom, a rise in housing prices 
resulted in increased movement out of the Toronto CMA 
to other parts of the province. This included movement of 
workers to distant suburbs where housing costs were more 
affordable plus retired persons who cashed out their hous- 
ing equity and moved to smaller communities. Statistics 
Canada reports that more than 220,000 persons left the 
Toronto CMA for other parts of the province during 1988- 
89, the year of peak housing prices. Since housing prices 
have declined, CMHC forecasts that this component of 
migration will fall to 170,000 persons per year during the 
forecast period. Simultaneously, other components of 
migration are also improving in Toronto’s favour. This in- 
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cludes growing immigration from other countries. Toron- 
to receives about 40 per cent of all immigrants to Canada. 
Toronto’s net migration is forecast to grow to 36,000 per- 
sons by 1993. But, this is only 60 per cent of the level 
achieved during 1986 to 1988. 


Household formation has been depressed during 1991 
and 1992, as a result of job losses. The return to growth in 
1993 will cause household formation to recover to 26,000, 
which will support stronger housing demand. 


Interest rates 

Strong downward pressures on the Canadian dollar 
emanating from high European interest rates and uncertain- 
ty surrounding the constitution contributed to a sharp rise 
in interest rates in late September. However, fundamentals 
call for lower rates and the spike in interest rates should be 
short-lived if exchange rate markets calm down. Inflation 
is low and expectations are only for a mild economic 
recovery for the rest of 1992. One-year mortgage rates 
should be around 6.00 per cent in December 1992 or the 
beginning of 1993. Three- and five-year rates are ex- 
pected to stand to around 7.50 per cent and 8.25-8.50 
respectively for the same period. Further interest rate in- 
creases are not ruled out in the short-term should 
downward pressures on the Canadian dollar continue. 


In 1993, interest rates are expected to rise gradually in 
response to strengthening economic conditions and a 
stronger demand for mortgage loans. One-year mortgage 
rates are forecast to rise to around 7.50 per cent by the end 
of 1993. Mortgage rates with a three-year term are ex- 
pected to rise to approximately 8.50 per cent and five-year 
mortgage rates to around 9.25 per cent during the same 
period 


Strong first-time buyer demand 

Since the housing market peaked in 1989, median prices 
of homes sold through MLS* have fallen by about 25 per 
cent for all house types. The combination of lower house 


Per cent of renters who can afford to buy 


* Forecast: July-December 1992: 1993. 
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prices and the lowest interest rates in two decades has 
resulted in a very strong improvement in housing affor- 
dability. Affordability is now as good or better than it was 
during the previous housing market recovery, which oc- 
curred during 1983 to 1985. According to CMHC’s Affor- 
dability Measure, the percentage of renters who can afford 
to buy has been rising steadily and reached 27.4 per cent in 
the first half of 1992. Declines in interest rates will lead to 
further improvements in the second half of 1992. 


Resale market now in balance 

After being locked-out of the market during the boom, 
increasing numbers of first-time buyers are able to achieve 
homeownership, especially now that CMHC insures 95 per 
cent mortgages. Thus, the low end of the resale housing 
market has returned to balance and prices have stabilized. 
Many potential move-up buyers, on the other hand, are cur- 
rently hesitant to take on the larger mortgages that would 
be associated with moving-up. In consequence, the resale 
market is over-supplied with more expensive homes. 


While the resale market has retumed to balance, the 
new home market has not fared as well. The share of new 
home sales compared to total activity (new plus resale 
homes) has fallen to 20 per cent in 1992, compared to an 
average of 35 per cent during the past decade. 


Potential for gains in 1993 

At the beginning of 1992, home builders and analysts 
were optimistic that a housing recovery was underway. 
The year was expected to bring steady increases in sales. 
In fact, expectations have been disappointed. 


Sales of new homes are determined largely by the state 
of the resale market. When the existing home market 
tightens — indicated by a rising sales-to-listings ratio — 
demand shifts to new homes. Because the resale market 
has strengthened, sales of new freehold homes could have 
improved to about 12,500 to 13,000 units in 1992 com- 
pared to 9,963 units sold in 1991. However, freehold sales 
will total only 9,000 for 1992. The short-fall of up to 
4,000 units indicates that most builders have been unable 
to find the product combinations that succeed with today’s 
home buyers. To increase sales in 1993, builders will have 
to make adjustments soon, to offer the right products, in 
locations that are close to jobs and transportation routes, at 
prices competitive with the resale market. If these adjust- 
ments are made, starts of single-detached homes are 
forecast to reach 13,800 in 1993. 


Housing demand is now strongest in price ranges under 
$200,000. The resale market has ample supplies priced 
under $200,000 in good locations. During the first seven 
months of 1992, builders have managed to increase offer- 
ings in the $200,000 to $249,999 price range, to 33 per 


* Multiple Listing Service (MLS) is a registered certification 
mark owned by The Canadian Real Estate Association. 


cent of single-detached starts. However, only 11 per cent 
of single-detached starts have been below the important 
$200,000 threshold. The low-end, first-time buyer market 
is largely untapped by home builders. For 1993, an ap- 
propriate distribution of activity would be 20 per cent 
below $200,000 and 40 per cent between $200,000 to 
$249,999. Twenty per cent of starts would be priced. be- 
tween $250,000 to $299,999 and the remaining 20 per cent 
at $300,000 and over. 


Absorbed singles by price range — Toronto CMA 
forecast, 1992-1993 
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If it is achieved, this increase in lower-priced offerings 
will reduce the average price of new singles, from 
$320,000 in 1992 to $290,000 in 1993. 


Variations across the Toronto market 

Wester parts of the Toronto market are experiencing 
stronger new homes activity than the north and east. This 
can be attributed to better locations and to product 
availability. Mississauga, Brampton, and Oakville have 
good transportation access to downtown and western 
employment centres. Builders in the west are also offering 
more product which is appropriate and affordable to first- 
time buyers. The west will continue to lead in 1993. On 
the other hand, the east and north are at a disadvantage in 
terms of transportation. Also, recovery in those areas 
depends very much on the establishment of stability and 
confidence in the automotive sector. 


Good demand for semis/rows 

Some builders have successfully responded to first-time 
buyer demand with low rise attached housing - semi- 
detached and row homes, both freehold and condominium. 
Such projects face stiff competition from the resale market 
and success is very dependent on pricing and location. 
Starts of these types of homes will reach 2,500 units in 
1992 and 3,100 in 1993, compared to 1,859 in 1991. 


On the other hand, the high-rise condominium apart- 
ment market is over-built. Inventories that have never 
been occupied continue to exceed 2,000 units and sales 


have been slow. In addition, there is a very large potential 
supply of investor-owned units which could become avail- 
able in the resale market. Finally, improved affordability 
is encouraging many condominium Owner-occupants to 
move to ground-oriented housing. The apartment con- 
dominium market will remain over-supplied for all of 
1992 and into 1993. Condominium apartment starts may 
total 1,000 units in 1992 and 2,000 in 1993. 


Based on plans announced by the provincial govern- 
ment, assisted rental starts are forecast to total 8,500 units 
this year and taper slightly to 7,500 units in 1993. 


Need for small building lots 

The supply of building lots in Toronto CMA is suffi- 
cient to satisfy demand until at least late summer 1993. 
However, only a minority of the land supply is suitable for 
low cost starter homes. Thus, if builders are to capitalize 
on demand from first-time buyers in 1993, the supply of 
competitively-priced, smaller lots (25 to 30 feet) must 
soon be expanded. 


Soft demand for rentals 

Demand for rental housing is currently constrained as the 
result of employment losses plus the movement of tenants to 
homeownership. The apartment vacancy rate has risen from 
0.7 per cent in April 1990 to 1.9 per cent just two years later. 
During 1992 and 1993, new supplies of assisted rental housing 
will be about equal to the growth in demand. Therefore, the 
apartment vacancy rate will increase marginally to 2.1 percent 
in October and 2.3 per cent in April 1993. As employment and 
migration recover, demand will begin to increase in the second 
half of 1993, causing the vacancy rate to fall slightly, to 2.1 
per cent. 


Opportunities for renovators 

Most home renovations are made within two years of 
moving. Because the Toronto housing market slowdown 
began in early 1989, renovation activity has also slowed. 
Increased home sales during 1992 and 1993 will result in 
more renovation activity. However, first-time buyers are 
dominating the housing market. These buyers generally 
are not prepared to spend as much on renovation as were 
the move-up buyers who renovated during the boom. 
Thus, renovation jobs will on average be smaller than in 
previous years. 


The value of building permits issued for home improve- 
ments totalled $226 million in 1991, a drop of 30 per cent 
since 1989. No change is expected for 1992. In 1993, ac- 
tivity will expand to $250 million. 


Forecast Summary — Toronto Market 


1991 1992* 1993* 
New Home Market 
Total Starts tate oe een ees ofan ere ee 18,814 21,600 26,700 
Homeownership Starts | 
Sirigle=Detached Snipe cyan Sosa siete weve See yeasts ote ert we 9.459 9,000 13,800 
Semi-Detached/ROWataatic. Gaon oe te a eee ce ee 1,859 2,500 3,100 
Apartment'Condo 7-)..2..245-% Pale cetiotels MUN er a enerreng Rrra 1,574 1,000 2,000 
Rental Starts 
Private Rental, 4.x tiv eee eos ete acc acey ee ree 198 600 300 
Assisted R ental -oe.cyke aaron oe cia oer tole ees eee 5,724 8,500 7,500 
Completed and Unoccupied Units — December 
SINGS “DELACh CA nner et take ecm ire teen EA eau tenes 356 425 450 
POUAl et cane oceans a ST Era Pe os Aa eae 3,374 2,800 1,900 
Average Monthly Absorption Rate 
Single=De tached tam ere cette. herpes ha ethene oa eage area tes: 871 750 975 
FEO tA Magers Paes hada tne neces moat ge he oe eaeet dered cee tc hee 2,154 1,800 2,100 
Average Price New Absorbed Single () se sec aeteenetaie nes eee 359,880 320,000 290,000 
Renter Households That Can Afford 
fo Buys (uly December). (4). «cae ee ee ee eae ee 24.4 30.5 32.0 
Existing House Market 
MES Sales tes aie Ogee Soe tee ee ee 38,144 42,500 43,500 
AN ECALG IL SIE TICS (Cb) evaterct ete ttre) ere Re eee oie aetna cte dis ees ee 234,313 218,000 223,000 
Rental Market 
MACAICY, Rate (OCT) (7a) Sawai ter sete ns ed ch acne ten se en eres cg i tenes 1.8 Del pel 
Avetace Rent, 2, BCOroom.(OCt) Ch meee at aoc eile eae in onc eee 730. 765 795 
Forecasting Assumptions 
Mortage Ratessy Cari) mai, iene cysie Sin So tae re acces ace eee 10.90 8.65 8.19 
Eniployment GY ear end ase son varee rier eat eerie erste we ae 1,815,000 1,780,000 1,840,000 
Houschol@hormation sesso eo oe te ee eee 20,000 19,000 26,000 
ING to OU ATOR we yt easier arp foie, 3 Saal Oo eae cone As LN 25,000 28,000 ~ 36,000 


Sources: Toronto Real Estate Board, Statistics Canada and CMHC. 


* Forecast by CMHC. 


1 Canadian Housing Markets, January 1992; assumptions: average starter home price, 10% downpayment, 32% GDS, 3 year mortgage rate. 
2 Multiple Listing Service (MLS) is a registered certification mark owned by the Canadian Real Estate Association. 


CMHC’s First Home Loan program a 
resounding success 

When it was introduced in early 1992, it was anticipated 
that 10,000 households across Canada would use CMHC’s 
new program this year to buy their first home with only a 5 
per cent downpayment. Nationally, that figure was sur- 
passed during the first few months. In just the Toronto 
CMA, 3,600 households have used it by the end of July 
and it is expected that over 7,000 households will have 
used it by the end of 1992. One out of every six home 
buyers will use this program in 1992. Clients of the First 


Home Loan Insurance Program have Gross Debt Service 
Ratios (GDS) similar to households which have higher 
downpayments. This shows that many households can af- 
ford the monthly costs of owning a home, but accumulat- 
ing the down payment can be difficult. 


For further information, please call Willard Dunning, 
Senior Market Analyst, CMHC Toronto Branch at (416) 
781-2451. 


Canada Mortgage and Housing Corporation 


650 Lawrence Avenue West 


Aussi disponible en francais 


Toronto, Ontario 
M6A 1B2 


Synopsis 

e The Toronto real estate market showed considerable 
strength during the summer of 1995, as lower 
mortgage rates are opening the door to 
homeownership. Activity may now be at its peak. 


e The Toronto economy is sending out mixed signals. 
Watch for a modest recovery to resume during 1996. 


e For all of 1995, new home sales will fall by 18%, to 
13,800. Housing starts will total 16,200. 1996 will 
see 14,400 new home sales and 17,100 starts. 


e Homeownership is accessible at incomes as low as 
$40,000 to $50,000. 


e The greatest opportunity for builders in 1996 will be 
first-time buyers. They could also see increasing 


demand from second-time buyers, for low end singles. 


Mixed signals from the economy 


After 5 years of weakness, Toronto’s economy finally broke 
out of recession during the second half of 1994. Key economic 
indicators showed strong improvements, although the evidence 
shows that the Toronto economy has not yet regained all of the 
losses that were incurred at the start of the decade. More 
recently, increases in interest rates during 1994 and again at the 
start of this year have caused the recovery to pause. 

Employment is the key factor that determines the long-term 
performance of the housing market. The Toronto Census 
Metropolitan Area (CMA) lost 176,000 jobs during the 
recession, or 8.1% of all jobs. Since then, about 100,000 jobs 
have been recovered, and most of this recovery occurred during 
the second half of 1994 and early 1995. 

Since the spring, the level of employment has been 
essentially flat. During the recovery, jobs have been created in 
manufacturing and construction. Consumer spending has also 
increased, but this has not yet resulted in more jobs in the retail 
trade sector. All levels of government are reducing their 
spending and cutting jobs. This will limit job growth during 
1996. 

For 1996, prospects are quite favourable in goods-producing 
industries, but the Toronto CMA economy depends mainly on 
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service industries (government, finance, retail trade, professional 
services, etc.). Growth prospects are more modest in service 
industries. In fact, for many services industries - in both the 
private and public sectors - economic restructuring remains an 
ever-present reality. For a large segment of the population this 
will put a damper on consumer spending. 

Because of this mix of positives and negatives, it is difficult 
to predict the timing and strength of economic recovery in the 
Toronto economy. The most likely scenario is for modest job 
growth. After 80,000 jobs were created in late 1994 and early 
1995, an additional 30,000-40,000 jobs might be created by the 
end of 1996. Prospects in Toronto are very dependent on growth 
in the US and the rest of Canada, in order to create demand for 
our exports. It is likely that recovery in Toronto will continue to 
lag behind the rest of the country, as it has for the last 5 years. 


Slower population growth 


It is enlightening to compare the Toronto and Canadian 
economies by looking at the percentages of adults who have jobs 
(the employment:population ratio). During the 1980's, Toronto’s 
ratio was normally about eight percentage points above the rate 
for all of Canada. The gap has been reduced, and Toronto’s 
advantage is now only two and a half percentage points. During 
the 1980’s, Toronto’s very strong job market made it a powerful 
magnet for job-seekers, resulting in high levels of in-migration 


Percentage of Adults with Jobs 
Toronto versus Canada 
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Source: Statistics Canada and CMHC forecast 
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and rapid population growth. Housing demand was very strong, 
to accommodate the expanding population. Because of the weak 
economy, net migration is now only about one-half of the level 
seen during the late 1980’s. Between 1986 to 1991, an average 
of 33,400 households were formed per year. Household 
formation has slowed, to an estimate of 18,000 in 1994. It is 
beginning to recover, to 20,000 in 1995 and 22,000 in 1996. 


Interest rates 


Employment is the key factor that determines long-term 
demand for housing, but in the short-term mortgage rates are 
most important. They influence consumers’ choices between 
Owning versus renting. 

Easing inflationary pressures caused by weak economic 
activity will favour additional declines in mortgage rates until 
year end. The one-year rate is forecast to fall to 7.00-7.50% 
while the five-year rate is expected to decline to 8.00-8.25%. As 
the Canadian and US economies strengthen in 1996, mortgage 
rates are expected to stabilize then trend upwards. 


Consumers in control 


The mortgage market is extremely competitive. Consumers 
have leverage to negotiate the terms of their mortgages, and 
even their mortgage rates. For example, in the last week of 
September, borrowers in Toronto were negotiating 5-year 
mortgages at an average rate of 8.46%; lenders were quoting 
8.95%. By using their negotiating power, borrowers were saving 
an average of $47 per month, based on a $150,000 mortgage. 

In the new homes market, builders can gain a competitive 
edge by obtaining equivalent rate discounts (or better) for 
their buyers, and offering guaranteed interest rates. 


Resales set the pace in the housing market 


Experience shows that the single greatest factor that affects 
new Sales is the state of the resale market. In particular, new 
home sales are strongest when the resale market is tight, as 
indicated by a high sales-to-listings ratio. When the listings ratio 
rises, buyers have fewer choices in the resale market, and they 
have less ability to bargain on price. In fact, when the ratio is 
quite high (above 30%), prices tend to rise in the resale market, 
giving buyers more incentive to look at new homes. But, when 
the ratio is low (below 20%), prices of resales tend to fall, which 
discourages buyers from choosing new homes. The following 
graph shows the relationship. The number of new sales (shown 
as a bar) was pushed up during 1985-88 by a very high listings 
ratio (shown as a line). During the early 1990’s, a low ratio 
resulted in much slower sales. In 1994, however, the resale 


New Home Sales Influenced by 
State of Resale market 
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market tightened, allowing builders to increase sales. In the 
long-term, each 1 percentage point increase in the listings ratio 
results in about 700-800 additional new sales per year. 

A brief discussion of the resale market and its outlook is 
needed, to set the stage for the forecast of new homes activity. 

During 1991 to early 1994, there were three periods of 
significant reductions in mortgage interest rates. Each of these 
produced an improvement in affordability and stimulated a 
strong wave of home sales through MLS °. Higher rates during 
the second half of 1994 and early 1995 depressed the resale 
market and dropped the sales-to-listings ratio to below 20%. 
During 1995, interest rates have fallen once again. A fourth 
buying wave is now underway and the sales-to-listings ratio has 
jumped: the sales-to-listings ratio is currently close to 30%. 
However, it appears that the market has peaked. In the coming 
months the resale market will slow. During 1996, the critical 
sales-to-listings ratio will settle into a range of 23-25%. 

Interest rates are expected to be stable or increase slightly 
during 1996, but there will be stimulus from modest job growth 
and continuing population growth. In consequence, 1996 may be 
one of the most stable years ever seen in the Toronto real estate 
market, in marked contrast to the wild swings seen in the first 
six years of the decade. 


New homes follow 


The Toronto new homes market has followed the lead of the 
resale market. After a very weak start this year, new home sales 
were much stronger during the summer. Consider this: for all of 
1994, new sales totaled 16,920; for the first four months of this 
year, CMHC estimates that sales were equivalent to a lowly 
annual rate of 9,600. For the next 4 month period (May to 
August), the sales rate jumped to 17,900. 

With the expected slowdown in the resale market during the 
coming months, opportunities for new home sales will also be 
reduced. By late this year and into 1996, monthly sales may 
reach a range of 14,000 to 15,000 units. For all of 1995, CMHC 
forecasts 13,800 sales (including 9,000 freehold units and 4,800 
condos). This will be 19% below 1994’s level. For 1996, the 
forecast is 14,400, including 9,400 freeholds and 5,000 condos. 

The above figures are “‘seasonally-adjusted”, which make it 
easier to spot trends in the market. While we expect that 1996 
will see sales stabilizing on a seasonally-adjusted basis, there 
will be month-to-month variations that reflect the normal flow of 
the seasons: very strong buying as winter ends (50% above 
average in March), a slowdown in July and August (30% to 40% 
below average), about average during the fall months, and then 
falling 25% to 30% in December. 

It is very interesting to compare the seasonal patterns in the 
new and resale markets. For July and August, resale volumes 
normally fall by about 8% to 10% below normal, while new 
home sales fall by 30% to 40%. This suggests that builders 
may be able to develop a stronger summer market. 


First-timers lead the market 


So far during the 1990’s, Toronto’s housing market has been 
dominated by first-time buyers. In the last five years, 60% of all 
homebuyers in Toronto have been first-timers. A normal rate 
would be 40%. At today’s mortgage rates, an income of 
$40,000 to $50,000 is required to buy a modest starter home in 
Toronto. This is much better than in the late 1980’s, when the 
required income was $75,000 to $80,000. This change has made 


; Multiple Listing Service (MLS) is a registered certification 
mark owned by the Canadian Real Estate Association. 


homeownership accessible for thousands of renters, including 
many who are at fairly late stages in their working lives. 

Today, there is still a sizeable pool of renters of all ages who 
could potentially become homeowners. Many are staying in 
rentals by choice, but many renters are not aware that they can 
now afford to buy. Surveys show that renters often over-estimate 
the cost of a mortgage, or the income required to carry it, and 
often by considerable amounts. Industry faces a challenge to 
educate renters on the possibility of homeownership. The 
greatest opportunity in the market is to create products that 
meet the needs of low income buyers, and to provide features 
that are not available in the resale market. 


Percentage of Toronto Renters 
Who Can Afford to Buy 
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Move-up demand, on the other hand, has been weak. 
Potential move-up buyers are hesitating because of job 
uncertainty and because of equity erosion during the first half of 
the decade, especially from 1990 until mid-1992. Buyers who 
made a first-time purchase after mid-1992 are in the best 
position to move, and builders could see more demand from 
second-time buyers in 1996 and beyond. This market will 
chiefly be looking for low end singles, priced under $250,000. 

The increasing dominance by first-time buyers is shown by 
changes in what is selling. The following graphic shows that 
sales are greatest for modest product. However, during 1995, 
weakened affordability reduced first-time purchases of new 
homes. Better affordability in 1996 will mean more first-time 
and second-time purchases and thus 50% of singles will be 
priced under $250,000. 


New Home Buyers Choose Modestly 
Priced Single Detached Units 
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The median house price for first time buyers in Toronto is 
about $150,000 (50% of buyers pay less than this). Another 25 
to 30% of first-timers pay $150,000 to $175,000. This price 
sensitivity explains why builders are having increasing success 
with small single-detached homes from $160,000 and up, semis 
from $140,000, and town-homes from $120,000. 


Growing market for condo apartments 


There are at least two major segments in the market for condo 
apartments. One is the off-shore buyer, who is mainly concerned 
with quality. The other is renters, who want ownership options 
that are cost-competitive with renting, but offer the same 
life-style. A number of builders have found success in this 
segment, with low-amenity projects that offer low monthly costs 
in good locations. Such projects have the potential to shift 
thousands of renters into homeownership in the coming years. 


Housing starts follow sales 


For most new homes, an actual “housing start” occurs 4 to 9 
months after the sale. Because sales were slow early this year, 
starts have dropped recently. The greatest reduction has been for 
freehold homes, especially single-detached homes, which will 
fall by more than 20% this year. But, condo apartment sales 
have been quite strong for most of 1994 and 1995. Therefore, 
condo apartment starts will increase by 84% this year. 

Combining weakness for freehold homes and an increase for 
condos, total starts of homeownership units will fall by 11%, to 
14,175 this year, from 15,897 in 1994. These starts will be 
slightly more than new home sales (13,800) because some of 
this year’s starts were actually sold in late 1994. 

Rental starts will fall by 20% in 1995, to 2,025 units, and 
drop sharply in 1996, due to the wind-down of the provincial 
government’s assisted housing programs. | 

In total, housing starts will reach only 16,200 units in 1995, 
down 12% from 1994. 

In 1996, starts are forecast to increase by 6%, to 17,100 units, 
even though rental construction will drop sharply and new home 
sales will increase only marginally. Strong new home sales 
during the second half of this year will cause elevated starts 
during the first half of 1996. Construction will taper-off later 
next year. 

Starts in 1996 will include 16,300 ownership units (well in 
excess of the 14,400 new home sales), and only 800 rental units. 


Land supply in the Greater Toronto Area 


At the beginning of 1995, about 216,600 lots were on-stream 
for short-term and medium-term availability. This included 
64,700 lots for single-detached homes and 151,900 for multiple 
unit structures. Depending on how strong demand is in future, 
this supply is adequate to meet market needs for 3.2 to 6.3 years 
for singles, 2.5 to 5.3 years for semi-detached homes, 6.7-27 
years for apartments, and 6.6-30 years for row homes. 

The 1995 survey report will be available in the coming 
weeks. For additional information, please contact CMHC’s 
Toronto Branch Market Analysis Department. 


Rental market tightens 


In the Toronto CMA, the vacancy rate peaked in October 
1992, at 2.2%. It has fallen to 1.0% as of April 1995. Continuing 
population growth is fueling demand. Meanwhile, new supply is 
slowing. The apartment vacancy rate will fall further, reaching 
0.3% by October 1996. This reduction in the vacancy rate will 
result in a pick-up in the rate of rent increases, to 3% in 1996. 


Forecast Summary Toronto Market 


1994 1995* 1996* 
New Home Market 
DOCAR SAIS eases ct 2 ee se oes occ ee ec en lea cae 18,443 16,200 . 17,100 
Homeownership Stats use Rene er) niin Mite eee ices ee 15,897 14,175 16,300 
SUIPIC- DETACNE gx ctaces, ocr acne rays eat chenun atte Sones tee rcs 10,811 8,200 9,800 
Semi-Detached RO Wega ceye crap saree ts ment ee oa ee 3,754 3.575 3,900 
ApartmentCondo 4.7%. 3 4. tee rn ieee cc ene ee os eae ores 1332 2,450 2,600 
Rental Starts 
Private Rental. oo. enna ctrae eine ae ea ee ere Ser eee 47 aD 100 | 
Assisted Rental ices, tet cn ts corer ci cece eee etre eet oer 2,499 2,000 700 
Average Monthly Absorption Rate 
Sinple-Detached hei ra cca eto eons ohio ciate ea ee eee ke eee ee 768 675 750 
TOCA Saks Sepak a tect eRe ARNT tac OR IE ae ch aR ak 1,503 1,400 1,475 
Avetage Price Ne wor OSOrbed OiNGIe © ante te cer Ok eer tae $291,921 $305,000 $300,000 
Existing House Market 
LSS ales athe Se neem ete Ur hey SANA Rt ATG! ty ce 44,237 40,000 42,000 
Anvetase MIES PHCO.cin ae orurags eas cette See etcetera $208,921 $204,000 $204,000 
SAICR MOL IStINOS. edoo Se hake ha eM eee ae heen ae 27.1% 22.4% 23.8% 
Rental Market 
Vaeancye Rate (Oct arama. 5 sla hPa ome eRe c ire vate meanest age 1.2% 0.7% 0.3% 
Averace Rent, 2 Bedroom (OCLs: cae tae et een ae Pereiehs $784 $800 $825 
Forecasting Assumptions 
Binployvinent:( Wear end ines. Here a es a Nea aires © och ever 2,067,000 2,115,000 2,150,000 
Household Bornnatiom ers cra sien pace tea testers ae teks ae ere tee 18,000 20,000 22,000 
Net Mist atiomg i: Rewer ane fe: Snake oh chance ae eee ratte ee ors wets ta eae eee 37,000 37,000 37,000 
Renter Households That Can Afford to Buy (July-December)° Gaoeeas 22.0% 29.0% 26.0% 


Sources: Toronto Real Estate Board, Statistics Canada, and CMHC. 

* Forecast by CMHC 

1 Multiple Listing Service is a registered certification mark owned by the Canadian Real Estate Association 

2 For consistency with sales data, listings are for ‘single-family residential” from page 3B of The Toronto Real Estate Board’s “Market Watch” report. 
3 Canadian Housing Markets; assumptions: Average starter home price, 10% down-payment, 32% GDS, 3 year mortgage rate. 


CMHC’s annual housing conference 


_ InToronto’s complex and changing housing market, there is The fee for this content-packed conference is $175 plus GST. 
just one simple equation - knowledge breeds success. CMHC’s Book before October 15 and the fee is just $150 plus GST. Fees 
expert analysts are offering to share their knowledge with you, at include lunch and all conference materials. 

the Housing Outlook Conference in Toronto on Wednesday, Further information is available at (416) 869-1156 or (416) 
November 29th. 869-0141. 

Topics to be covered include the economic and housing Fe a ee SS a eee 
market outlooks for Canada, Ontario, and Toronto: how For further information on anything in this report, please call 
demographic change is affecting long-term housing demand; Willard Dunning, Senior Market Analyst, CMHC Toronto 
land supply in the Greater Toronto Area; Toronto’s changing Branch at (416) 789-8709. 


rental market; financing preferences of homebuyers; and the 
profile of first-time homebuyers. 
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Highlights 


* Strong international migration to lead housing 
recovery. 


* 1992 Toronto starts to climb to 22,150. “ 
* Price of resale housing to average $238,000 in 1991. 
« Vacancy rate to climb to 2.2 per cent in October 1991. 


Growth to Return 


After 8 months of continued decline in employment, the 
Toronto economy bottomed out in April, 1991. Over those 
8 months, the unemployment rate jumped from 5 per cent 
to over 9.5 per cent, while 74,000 jobs, representing 
almost 4 per cent of the total, were lost. Most of these jobs 
were in the manufacturing and construction sectors, 
though almost all sectors experienced some job loss. 


The economy is expected to gradually improve over the 
next year, led by the residential sector and exports. In 
addition, the Provincial Government’s expenditure 
program will assist in the recovery of demand. 
Employment is expected to pick up in the hard hit 
manufacturing sector as well as construction, trade and 
services. 


A key factor behind the renewed vigour of the Toronto 
economy will be the expected high levels of migration to 
Toronto. This will result from the federal government 
policy to increase levels of immigration. Of the 100,000 
immigrants expected to arrive in Ontario in 1991, nearly 
81,000 are expected to land in Toronto. This figure will 
rise to abuut &5,000 in 1992. At the same time the level of 
out-migration from Toronto to other parts of Canada will 
begin to flatten as Toronto leads the economic recovery. In 
aggregate, we anticipate that the net number of new 
migrants to Toronto will range between 65,000 and 70,000 
in each of 1991 and 1992. At an average of 3 persons per 
household, this will generate demand for over 20,000 
housing units, though some of the migrants may double up 
for the first years of residency. 


Canada 


NHA 6046 


AS a result of this renewed migration, the level of 
unemployment is not expected to improve substantially 
during the early part of the recovery. Moreover, many 
residents who left the labour force because of the 
recession, but remained in Toronto, will re-enter the labour 
force as job prospects improve, keeping unemployment 
rates in the 8 to 9 per cent range for most of the latter half 
of 1991 and into 1992. 


Net Migration 
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Source: Statistics Canada to 1988; CMHC estimates thereafter. 


Interest Rates 


Interest rates are not expected to drop much further, if at 
all. As the economy becomes stronger and the Bank of 
Canada continues to watch inflation, interest rates in the 
third and fourth quarter of 1991 should stabilize. U.S. 
rates, which are expected to rise due to a stronger economy 
and fear of higher inflation will be another reason for 
Canadian rates holding steady. The economic recovery in 
Canada along with rising U.S rates will put upward 
pressure on Canadian rates at the end of 1991 and the 
beginning of 1992; however, the rise will be moderate. 
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interest Rates Forecast 


lyr 3 yr 5 yr 

1990 -1Q 1275 12.67 12.67 
-2Q 14.25 14.25 14.25 

-3Q 13.75 13.75 13.67 

-4Q 12.83 12.83 12.83 

Avg 13.40 13.38 13.36 
1991 -1Q 1125 11.67 11.67 
-2Q 10.25 11.08 P25 

-3Q 10.00 10.75 11.50 

-4Q O75 11.00 11.50 

Avg 10.31 11.13 11.48 
1992 -1Q 9715 11.00 11.50 
-2Q 10.00 11.00 11.50 

-3Q 10.00 11.00 11.50 

-4Q 10.00 11.00 11.25 

Avg 9.94 11.00 11.44 


Housing Leads Recovery 


Housing is traditionally a leading indicator of economic 
cycles. By March, 1991, both resale and new home sale 
activity were extremely strong. This renewed strength was 
the result of lower interest rates, and lower house prices. 
The combination of lower interest rates and lower prices 
resulted in an increase in the number of renters who could 
afford a starter home from 7.2 per cent in the first half of 
1990 to 17.7 per cent in the first half of 1991. Builders 
took advantage of this resurgence in first time home 
ownership, as they provided lower priced housing that was 
competitive with higher-priced rental housing, thus 
encouraging households to move from rental to home 
ownership. The improvement in the market will be 
gradual, as the forecast improvement in the economy is 
expected to be gradual, and households will be cautious 
about purchasing a home until the recovery is firmly 
established. By the second quarter, consumer confidence 
started to improve: the Conference Board index jumped to 
over 87, from the 75 level where it had been for over a 
year. But, most of the improvement in the index was due 
to the housing component, underlining the weakness felt 
on other areas of the economy. 


New Home Market To Remain Balanced 


Single detached housing starts in the first half of 1991 
remained extremely weak, with only 3,663 units started in 
the first 6 months, compared to 3,700 in 1990 and 9,522 in 
1989. However, the upturn in new home sales which 
occurred in the spring of 1991 and then levelled off by 
June, will result in a small increase in single detached 
Starts in the second half of the year, bringing total single 
detached starts for 1991 to 7,000 units, approximately the 
same as in 1990. The upturn will return in 1992, when 
total detached starts will number 10,000. 


One important indicator of the return of the market to a 
more balanced state is the decline in the number of 
completed but unsold detached units. In June, 1990, this 
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number stood at 1,024, compared to only 151 in June 
1989. However, by June 1991, the number fell to 496, 
reflecting the ability of builders to sell off their unsold 
inventory during the spring market. Similarly, the total 
supply of units, which consists of the unsold inventory as 
well as units under construction and units for which a 
permit has been issued, fell from 12,070 in June 1990 to 
9,416 in June 1991. 


Most of the new single detached starts in the first half 
on 1991 occurred in Mississauga: of the 3,663 starts 
during this period, 41 per cent were in Mississauga, up 
from 12 per cent in the first half of 1989. In contrast, York 
Region had 27 per cent of the starts in the first 6 months of 
1991, compared to 45 per cent in the first half of 1989. 
Mississauga had a strong starts record because there was a 
supply of suitably zoned and serviced lots. As the recovery 
becomes more established, starts are expected to spread 
more evenly across the Toronto area. 


Distribution of Price of a New Single Detached 
Toronto CMA 
Jan.-June — Price at Start 


Under $150,000 } 
150,000-175,000 F 
175,000-200,000 iy 
200,000-225,000 
225,000-250,000 § 
250,000-275,000 
275;000-300,000 [pitta 
300,000-350,000 § 

$350,000 plus & 


PER CENT 


Source : CMHC. 


Housing starts were evenly distributed across price 
ranges with half falling between $175,000 and $275,000 
and only one fifth of the units priced above $350,000. This 
contrasts with the price distribution in the first half of 
1990, when over 50 per cent of starts were priced above 
$350,000. With the recovery being only gradual, and much 
of the demand generated by first time buyers, the price 
distribution for the first half of 1991 is not likely to change 
over the next year and a half. The median price, which in 
the first half of 1991 was $259,900, will likely rise by 5 
per cent, approximately the rate of inflation. 


Townhouse Demand to Remain Strong 


The demand for lower priced housing by first time 
buyers will result in an increase in the demand for row 
housing. Because of the publicity surrounding the 
condominium glut, and a reluctance to pay maintenance 
and common fees, most of the row units will be freehold 
tenure. The major difficulty will be to find land that is 
suitably zoned for such tenure. In 1990, there were 785 
freehold row units, and this is expected to increase to 
1,200 in 1991, and 1,500 in 1992. 


Construction of condominium apartments, which in 
1987-89 averaged 12,000 units per year, fell off in 1990 to 
just 5,900 units. The major reason for this decline, in 
addition to the general downtum in the economy, was that 
there were too many condominium units on the market as 
a result of over building in the earlier period. During this 
period, the median price of a resale condominiun 
apartment fell from $174,000 in June 1989 to $144,500 in 
June 1991. Consequently, condominiums purchases, which 
in 1987-89 were viewed as good investments, even if 
rented out, were no longer viewed as good investments 
with high potential for price appreciation. 


The supply of new condominiums, as measured by the 
sum of units with a permit, under construction, and 
completed but not purchased, has been falling over the past 
year, bringing the market into a better balance. But until 
the view is reestablished that condominiums are a good 
investment, we do not expect a major improvement in 
starts; for 1991, we expect just 2,500 starts, rising to 3,000 
in 1992, and the price of new units should remain flat 
through most of the next 18 months. 


Resale Market to Remain Balanced 


Traditionally, demand for resale housing falls off during 
the summer months, and then improves in September and 
October. A similar pattern is expected for 1991, resulting 
in an average of 2,750 sales per month over the second 
half of the year. This will bring total Multiple Listing 
Service (MLS)* sales for the year to 41,000, an increase of 


* Multiple Listing Service (MLS) is a registered certification 
mark owned by The Canadian Real Estate Association. 


Median Resale Price 
by House Type 
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over 50 per cent from 1990. In 1992, sales will continue to 
be strong, though the spring of 1992 is not expected to be 
as strong as the spring of 1991, when a great deal of 
pent-up demand was experienced. As a result, MLS sales 
in 1992 will fall to 38,000 residential units. A large supply 
of listings will prevent prices from rising greatly, and for 
the entire year, we expect the average price to be 
$238,000, 7 per cent lower than in 1990. Prices should 
then begin to gradually increase, by approximately 6 per 
cent, averaging $252,500 in 1992. 


Toronto’s resale market moved from a buyer’s to a 
seller’s market in the spring of 1991, as first time buyers 
re-entered the market in large numbers. By May, however, 
the market retumed to a balanced condition, as the number 
of sales and listings both rose. The market remained weak 
in the more expensive price ranges, where prices exceeded 
the finances of most first time purchasers. Consequently, 
part of the recent fall in prices was the result of a change in 
the mix of housing being sold. 


Higher Vacancy Rates Expected 


In April, the vacancy rate in private rental 
accomodation rose to 1.6 per cent, from 0.7 per cent the 
previous year. The reasons for the increase include the 
recession and the competition from condominium units 
being rented. It is not likely that the effect of the latter two 
will decline until 1992. Consequently, we expect the 
vacancy rate to rise in October 1991 to 2.2 per cent, and 
then fall to 1.8 per cent by October 1992. 


One reason the vacancy rate will not decline faster is 
that there will be a big increase in the number of 
subsidized units being built in Toronto as a result of 
federal and provincial housing programs. Between 1987 
and 1990, the number of subsidized units started averaged 
2,300 units per year, while in 1991 this figure is expected 
to climb to 5,500 units, further increasing in 1992 to 6,500. 


At the same time, the number of private rental units will 
fall from an average of 1,750 units to below 750 units. 


Land Supply to Become Tighter 


As the economy begins to improve, the demand for 
serviced lots will also increase. The demand for small lots 
is increasing already as builders try to meet the anticipated 
demand for lower priced detached and row housing. In 
contrast, demand for land with zoning for expensive 
housing remains weak. However, with very few actual 
land sales, it is difficult to establish a market price trend 
for land. 


Renovation Market To improve 


In 1987, the average homeowner paid $2,230 for home 
improvements and renovation; a market of over $1.2 


billion in Toronto. Of this amount, three quarters was for 
renovation and repairs, while the remainder was for 
additions. In addition to homeowner renovation, there is 
also renovation activity in rental and socially assisted 
housing; in aggregate, the market was almost $2 billion. 
This market increased in 1988 and 1989, but appears to 
have levelled off in 1990 and the first part of 1991, as 
households decided to postpone any major expenditures 
during the recession. As the recession ends, we expect 
some improvement in the renovation market, and this 
should accelerate in 1992. Consequently, for 1992, we 
expect the renovation market to total $2.7 billion. 


For further information call the Market Analysis 
Department, Toronto Branch, at (416) 781-2451. 


Forecast Summary Toronto Market 


1990 1991* 1992* 
New Home Market 
TOUAGSUATIS it eee tea eee eee re a eae 18,723 17,200 22,150 
DClLACHCO St altSeanc aemaner err hic see nema ie the oh cee ee 7,067 7,000 10,000 
Multiple Starts 
HOMO WRE(SDID cae tetera lckataerets oe aries oa acer Tae 4,100 4,950 
POVare Rental eer est, near yer ee et PEE Sof ee aig Sia ae ate a 1,840 600 700 
PS SSISTEC meee te has ners c ert ea emt eons, a. tat teehee 2,484 5,500 6,500 
Renter Households that can Afford to Buy (Jan. June) ......... V8: 17.7 1s 
Existing House Market 
ITS S ALCS reac ck iy ce ett so ene! Ae lg Se sha esol 26,779 41,000 38,000 
AVeTApCIMIL.S Price seem it Geer Ae ove eyete cr es on ee $255,020 $238,000 $252,500 
Rental Market 
ViaCANCY: ale ( OCl) 2. tage sary eta ee et en, ohare ean, ot, Che hae 1.0 22. 1.8 
NV ETARC RENE 2 SCOTOOMI(OCL) metas meats tes eee ae a te on 689 720 750 
Forecasting Assumptions 
Net Migration* 
Infemational are ecee oneal tae ebro een eho, nr cen eae 75,470 80,720 84,800 
Interprovinclal sc vrachee cert Ker Bere eee Ye ae, 1,299 -4,688 -720 
TEP APTOVINICIAl ten ge etek oe crs, Ae EE ks Ps -11,250 -11,500 -12,750 
SL OUALS ay Grice Cary eA me ae Se lees yer eet Oa eee ce 65,519 64,532 71,330 
Employment €000 Ofiobs) ernest Meee a ee 1,931 1,820 1,911 
Mongaie Rates sey Cari sa einen ole eevee yc. che eee 13.38 Lists 11.00 
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Highlights 


* Homeownership affordability is at the best level since 
1986. 


Single family starts will climb 33 per cent. 


Balance in the market will result in price stability. 


Existing inventories will limit opportunities for new 
condominium sales. 


Consumers lead the 1992 recovery 


The recession hit most major sectors of the Toronto 
economy, including manufacturing, construction, 
transportation and utilities, and retail trade. The number of 
jobs fell by 138,000 (7 per cent) in a 12 month period from 
Apnil 1990 to April 1991. However, employment levels 
were Stable for most of the remainder of 1991, witha 
small decline at year end and early 1992. With Canadian 
interest rates now at the lowest level in almost two 
decades, and with recent declines in the Canadian dolar, 
conditions are right for consumer confidence to improve 
and the long-awaited recovery to begin in eamest. 


Due to lower interest rates, consumers and businesses 
are experiencing relief from debt servicing costs. It is 
expected that in the coming months consumers will give 
prionty to debt reduction, but they will also gradually 
increase their spending during 1992 and 1993, particularly 
on housing and consumer durables. This will result in a 
return to growth, albeit slow growth, in manufacturing and 
retail trade. 


The finance, insurance, and real estate sector will also 
contribute to the recovery, because of the recent dollar 
volumes of trading on the Toronto Stock Exchange and 
because of a gradual increase in housing sales: these will 
generate increased commission incomes. 


Business investment will be slower to respond. With 
high vacancy rates in non-residential real estate, there will 
be little need for new office, retail, and industnal 
construction during 1992. Increasing housing starts 


Government 
Publicatiom 


TORONTO 
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Spring 1992 


(including single-family homes and social housing) will 
provide some support to the construction industry. 


We are expecting a slight decline in employment during 
early 1992. Growth will retum during the second quarter. 
From the trough until the end of the year, employment will 
grow by about 30,000, or 1.5 per cent. The rate of recovery 
will be slower than previous recoveries. It will, however, 
be sufficient to restore balance to the housing market. 


Weaker migration reduces housing demand 


Very strong migration was a key element in the 
economic and housing market expansion of the late 
1980's. Net migration peaked during 1986-87 and 1987-88 
at about +60,000 per year. Thereafter, it has declined, as a 
result of the slowing economy and Toronto’s high housing 
costs. Our housing market forecasts are based on the 
assumption that during the next few years net migration 
will be lower than during the late 1980’s. With housing 
values now 25 per cent lower than at the peak, they are 
less of a barrier to in-migration. As the economy 
Strengthens migration will improve to 12,500 during 
1991-92 and 15,000 during 1992-93. 


Interest rates 


Interest rates are expected to decline further in Canada 
during the first half of 1992 as a result of low inflation and 
weak economic activity. Lower U.S. rates will be another 
factor favoring lower rates in Canada. One-year and 
three-year mortgage rates are expected to stand around 
7.75 and 8.75 per cent respectively by the summer. 


The outlook is for stable or slightly nsing Canadian 
interest rates during the second half of 1992. Despite a 


weak Canadian economy and low inflation, higher U.S. 
rates will cause the Bank of Canada to raise rates. 


Improved affordability stimulates buyer 
interest 


The Toronto real estate market is currently over- 
supplied. The sales-to-active-listings ratio is in the 13 to 14 
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which are not sold immediately after completion are being 
sold slowly, as demand is currently weak. This is resulting 
in increasing inventories of unoccupied units. 


Completed and unoccupied condominiums 
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Source : CMHC. 


In addition to unsold new units, there is a very large 
supply of investor-owned apartment condominium units 
which could become available in the resale market. This 
will limit opportunities for new construction, particularly 
for high-rises. On the other hand, there will be more 
opportunities for townhouses (condominium and freehold) 
targeted to first-time buyers. Total condominium starts are 
forecast at 2,600 units, 18 per cent more than in 1991. 
Starts of freehold semi-detached and row units will jump 
by 55 percent to 1,900 units. 


Good supply of land 


Lot supplies for iow density housing in the Greater 
Toronto area are adequate to meet anucipated demand for 
the next one and one-half years. However, with builders 
reluctant to hold land inventories in today’s market, few 
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additions are being made to the supply. New land 
developments will have to be serviced in order to meet 
demands for low density lots in subsequent years. There is 
also a very large supply of land zoned for high rise 
apartments. 


Resale market returns to balance 


The total number of resales in 1992 is expected to 
decline to 36,500 compared to 38,144 in 1991. It should be 
noted that apart from the mini-boom last spring, real estate 
activity was quite slow in Toronto during the second half 
of 1991. This forecast for 1992 represents a steady 
strengthening compared to most of last year. 


We anticipate that the trend of sales activity will 
gradually improve during the coming months. During the 
second quarter of the year, the sales-to-active-lisaings ratio 
will reach the 18 to 20 per cent level required for price 
stability and the average price will settle in a range of 
$205,000 to $210,000. Once price stability is achieved, the 
market’s recovery will gather strength. But in the context 
of the lingering effects of the recession and 10 per cent 
unemployment, housing demand will be moderate and 
buyer caution will prevent prices from accelerating. The 
average price for the year is forecast at $210,000. 


The resale market is currently dominated by first-time 
buyers. As increased numbers of sales are made during the 
spring and summer, there will be more opportunities for 
the sellers to move up into higher priced new and existing 
homes. This will generate a constant stream of new listings 
during the year, maintaining a reasonable balance between 
supply and demand. 


Slow growth in rental market 


The vacancy rate in Toronto CMA’s private rental 
market has increased in the past two years, especially in 
higher rent units. This is the result of a glut of 
investor-owned condominiums at the upper end of the 
market plus the recession. The vacancy rate was 1.8 per 
cent in October 1991. It is forecast to rise to 2.0 per cent 
this April as renters purchase their first homes. The 
vacancy rate will drop to 1.8 per cent in October as the 
recovery generates increased demand for housing. 


Renovation activity slows 


The value of building permits for home improvements 
dropped by 26 per cent in 1991, to $226 million. This was 
due to a combination of negative factors. Lower 
homebuying activity in 1990 and 1991 compared to the 
boom meant that there were fewer recent movers who 
wanted to make alterations to their homes. The recession 
made others more cautious about spending on renovations 
Increascu competition caused contractors to cut prices. 
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per cent range, well below the 18 to 20 per cent threshold 
which is required for price stability. Apart from a brief 
rally last spring, the market has been in decline since the 
peak in 1989. Median prices of homes sold through MLS* 
have fallen by about 25 per cent for all house types. 


Median resale price by house type 
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Source: Toronto Real Estate Board 


Affordability in the real estate market is at the most 
favourable level since mid-1986. Site traffic and inquiries 
indicate that there is potential for a strong spring market. 
In spite of this, many potential buyers have held back, 
because of uncertainty about the economy and a prevailing 
sense that there is no urgency — neither interest rates nor 
prices are anticipated to increase, at least not in the near 
term. 


With large supplies to choose from, buyers are being 
very selective and hard-nosed about prices. 


Builders compete for market share 


Starts of single-family homes will improve during the 
year and they are forecast to increase by 33 percent, to 
12,600. This is only half the level seen during 1986 and 
1987. As builders vie for market share, and compete with 
an oversupplied resale market, price competition has been 
intense. In the past two years, major components of cost 
have been reduced, including land prices, financing costs, 
profit margins, overhead expenses, and materials. 
Concessions by trades have also reduced builders’ costs. 


As demand for luxury move-up homes has been 
reduced, builders have shifted their attentions to first-time 
and second-time buyers. In a marked change from 
previous years, we expect that about 18 to 20 per cent of 
new single-detached sales in 1992 will be priced under 
$200,000, generally in the fringe areas of the Toronto 
CMA. These entry level products are being successfully 
marketed to buyers who, two years ago, would have 


* Multiple Licting Service (MLS) is a registered certification 
mark owned by The Canadian Real Estate Associaton. 


bought in Barrie, Burlington, or Peterborough. Singles 
priced from $200,000 to $249,999 will take 30 per cent of 
the market. Middle and upper prices ranges ($250,000 to 
$449,999) will drop to 40 per cent of sales, compared to 48 
per cent last year. High end custom-built homes (over 
$450,000) will continue to account for about 10 to 12 per 
cent of the market in 1992. 


Absorbed singles by price range 
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250,000- 299,999 


13 July-Dec. 1991 
Kd July-Dec. 1992 (forecast) 


$450,000 and over pba btenatetad 


T 
15 
PER CENT 


Source: CMHC. 


Single-detached activity has been concentrated in the 
western (Peel Region) and near-northerm (York Region) 
parts of the Toronto CMA. This is expected to continue 
dunng 1992. Westem Durham Region continues to receive 
a relatively small share of singles starts. Work is on-going 
to improve transportation links between the core of the 
CMA and Durham Region. However, the promise of 
improved accessibility has not yet resulted in increased 
residential development. 


Single-family starts are expected to be weak in the 
opening months of the year, as the result of slow new 
home sales during late 1991. The combination of improved 
affordability, a strengthening job market, CMHC’s 
decision to insure 95 per cent mortgages, plus the option to 
use up to $20,000 from RRSP’s for downpayments will 
result in expanding demand as the year progresses. Values 
of new single family homes will stabilize, but in a very 
competitive market and with stable input costs, price 
increases are unlikely. 


Social housing dominates multiple 
construction 


Multiple dwelling unit starts in Toronto CMA will 
increase by more than 2,000 units, to 11,700. This will 
include 7,000 units of social housing, an increase of 22 per 
cent over 1991. Unassisted starts of multiples will increase 
but will continue to be very low compared to the late 
1980s. 


In the condominium apartment market, most of the 
recent absorption activity has been for units that were 
pre-sold in previous years. However, any condominiums 
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For 1992, we expect that renovation spending will be 
unchanged, as cautious consumers decide to delay home 
improvements. 


required mortgage insurance to finance their completion in 
1990. in 1991, this increased io 1 in 10 new homes. 


These figures are encouraging and definitely reflect a 


mutual commitment from builders, realtors, and lenders to 


CMHC insurance activity for new home working with CMHC to help house Canadians. 


buyers on the rise 


CMHC’s Mortgage Loan Insurance activity for buyers 
of new homes has increased significantly over the past few 
years. For example, approximately 1 in 20 new homes 


For further information please call Willard Dunning, 
Senior Market Analyst, CMHC Toronto Branch at (416) 
781-245]. 


Forecast Summary — Toronto Market 


1990 1991 1992* 
New Home Market 
FAG 6: Css Ve Shea At pede ns Seago at eer ieee aR an CALA Smits mee 3 ese bag) 18,814 24,300 
Bite TOCEACHICM Lalita Meee eee ee ee, err, cn 7,067 9,459 12,600 
Multiple Starts 
TIO MICO WEES D ees cen ree ee oh RANG oe co en ese 3,433 4,500 
BEV ALG IRC UILa aiiac un cot ten oe She Meath eens eke 8a, Geek 1,840 198 200 
PSSSISICU EMUAI ie ee hie OR re bt NM, SA PURINE, p80 2,484 5,724 7,000 
Completed and Unoccupied Units — December 
BS ICle=1 SOCAC NCU ee terre. meer ete ee ee ee E055 356 300 
1 R620 lara eat hatte A Seine Vea aR vs EIR TCR er FE Sra 2209) 3,374 2,200 
Average Monthly Absorption Rate 
Single- Detached acy amelets: oped as Sek eee ss yd 871 1,000 
LOCALS Fei ee te OO SS see gt Se 6 2,402 oatod 2,100 
AvetaveiPricewNew Absorbed Single... es nae 4 oe. 384,540 359,880 315,000 
Renter Households That Can Afford to Buy (July-Dec.)! ...... 10.7 24.4 30.5 
Eee House Market 
(Uy DW ese LS guste ratae bey fel Me so cht Map Ine chen che ORY eee Oe 20,179 38,144 36,500 
Pea § Vi oY) BOM of BB cer Rp MRR IIE mn en So) ety EEN Re 225,020) 234,313 210,000 
Rental Market 
VACANCY IR ACM CL), ens: 4s ou ek errs ol ee nee, Ae PR ao a 1.0 1.8 1.8 
AVerage Ret, VEecreom (UE) od wer eet eek OR. 1 5 689 730 770 
Forecasting Assumptions 
IiMorsave Rates: Year eee Se re re ee ee os ae 135236 10.90 9.08 
Ein GIOyirelne CY CAT CIUL) < 07 ce rete ee an ces 1,901,000 1,815,000 1,825,000 
PIOUSEROL POD AOD. 5. credo darks ee ieee ees en 26,000 24,000 24,500 
NUNS IANO eh, . cee e. ic. cxtnaes oe eas eee a aoa ee 17,000 12,500 15,000 


Sources: Statistics Canada, Toronto Real Estate Board, and CMHC. 

* Forecast by CMHC. 

1 Canadian Housing Markets, January 1992; assumptions: average starter home price, 10% downpayment, 32% GDS, 3 year 
mortgage rate. 

2 Multiple Listing Service (MLS) is a registered certification mark owned by the Canadian Real Estate Association. 
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Highlights 
e Excellent affordability drives housing market 


e First-time buyers dominate as move-up consumers 
remain cautious 


e Homeownership starts increase in 1993 and 1994 
e Total starts will fall in 1993 as assisted activity slows 


Toronto to foliow Canadian recovery 


During the past year, the national and provincial economies 
have shown signs of improvement, although they have been stop- 
and-go. To this point, however, statistics on Toronto’s economy 
indicate that it is lagging behind the improvements seen in Can- 
ada and elsewhere in Ontario: retail trade, building permit val- 
ues, and housing starts are all weak. More importantly, in terms 
of housing demand, employment has not yet shown any sus- 
tained recovery. Our assessment is that employment in the 
Toronto CMA has been essentially stable since the second quar- 
ter of 1991, although it has been subject to minor up-and-down 
fluctuations. Meanwhile, Toronto’s population has continued to 
grow, due to high levels of in-migration. This has caused an on- 
going decline in Toronto’s employment-to-population ratio (the 
percentage of adults who have jobs). In consequence, the unem- 
ployment rate has reached double-digit territory and was 11.5% 
in August. 

The recession in Toronto was initially centred around the 
manufacturing industries, which have lost 100,000 jobs since 
1987. While manufacturing has benefitted recently from a lower 
Canadian dollar, and declining interest rates, employment in that 
sector is yet to improve. Furthermore, a number of larger organi- 
zations across a range of industries, including financial services, 
transportation, utilities, and the government sector, are reducing 
white-collar staff. These cuts, combined with continuing weak 
employment in retail trade and construction, are off-setting gains 
in business and personal services. Given that the Toronto econ- 
omy is more dependent on large organizations than the rest of 
the nation, the local recovery will continue to lag the national 
and provincial recoveries. 

After a two year period in which total employment has been 
flat, a gradual recovery will begin in the near future. Low inter- 
est rates are allowing Toronto’s consumers and businesses to re- 
cover from the effects of the recession and improve their 
finances. During 1994 this will increasingly translate into more 
spending. Furthermore, businesses in Toronto will take advan- 
tage of opportunities to expand their exports to the U.S. and 
other parts of Canada. Given the mix of positive and negative 


Canada > 


NHA 6661 


BUILDERS’ FORECAST, 


SEP 24 1996 


factors, it is difficult to predict the timing and magnitude of em- 
ployment growth in Toronto. On balance we expect that be- 
tween now and the end of 1994 employment will expand at the 
same rate as the population, at an annual rate of 1.5%. While 
this will not have much effect on the unemployment rate or the 
employment-to-population ratio, it will result in the creation of 
40,000 to 50,000 jobs, bringing employment to 1.82 million by 
the end of 1994 compared to the 1.77 million recorded this Au- 
gust. 


Percentage of Aduits with Jobs 
Toronto versus Canada 


Employment Papulatian - % 
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Source: Statistics Canada and CMHC forecast. 


Demographics dictate slow household 
growth 


Toronto has, traditionally, enjoyed a stronger job market than 
the rest of Canada, as the employment-to-population ratio was 8 
percentage points higher. This made Toronto attractive for job 
seekers from other parts of Canada. The employment-to-popula- 
tion gap, however, has fallen to only 3 percentage points as a re- 
sult of the economic recession. The reduction in employment 
opportunities has reduced the number of Canadians moving to 
Toronto. On the other hand, the reduction in migration by Cana- 
dians is off-set by strong international immigration to Toronto. 
As a result, net migration is forecast to be 32,000 in 1993 and 
35,000 in 1994, only 60% of the level observed in the late 
1980's. 

With immigration fueling population growth, household for- 
mation and housing demand will remain weak for the next few 
years. Because immigrants often arrive with limited financial re- 
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sources, they tend to have low housing demands for some years 
after their arrival: they have lower household formation rates 
(they are likely to “double-up’’) and they are more likely to rent 
compared to those who are more established. During the second 
half of the decade, total housing demand will increase and it will 
shift towards homeownership, as the population of recent immi- 
grants becomes better established financially. 

Household formation slowed during 1990 to 1993, as a result 
of the weak job market. As employment begins its expansion, 
household formation will take the first steps to recovery during 
1994, rising modestly to 18,000. 


Interest rates continue to favor home buyers 


Mortgage rates are expected to rise marginally this fall and in 
1994 as economic activity and credit demand gain momentum. 
The one-year rate is expected to average 7.00% in 1994 while 
the five-year rate is expected to remain around its current level 
of 8.75%. In spite of the increase expected in 1994, mortgage 
rates for 1993 and 1994 are only slightly higher than the lows ex- 
perienced last fall. (In September 1992, the five-year rate 
reached a 26 year low of 8.50%.) These low mortgage rates will 
continue to support the recovery of housing demand. 


Affordability drives the market 


The combination of lower house prices and the lowest inter- 
est rates in two decades has resulted in a very strong improve- 
ment in housing affordability. Affordability is now equal to or 
better than for any other year during the past two decades. It is 
now better than it was during the previous housing market recov- 
ery, which occurred during 1983 to 1985. CMHC’s affordability 
measure estimates the percentage of renters aged 20 to 44 who 
can afford to buy a home. In Toronto, the percentage has been 
rising steadily. In 1990 only 7% of those renters could afford to 
buy. By the first half of 1993 it reached 29.5%. It is forecast at 
30% for the second half of this year and 31% by the end of 1994. 


Per Cent of Toronto Renters 
Who Can Afford to Buy 
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Source: CMHC. 


In 1990, an income of $82,000 was required to buy the aver- 
age starter home in Toronto, and cover principal, interest, taxes, 
and energy costs. Now, with lower prices and interest rates, the 
income required to buy an average starter home (priced at 
$160,000) is approximately $55,000. To buy a town house cost- 
ing between $120,000 to $140,000 requires an income of 


$40,000 to $47,000. This sharp improvement in affordability 
has enabled increasing numbers of first-time buyers to achieve 
homeownership, especially now that CMHC insures 95% mort- 
gages. 


Current strength in the resale market 


During the summer of 1993, the Toronto real estate market 
has been very strong, with MLS! sales reaching a seasonally-ad- 
justed annual rate of over 50,000 units, which is a very strong 
performance compared to the 1992 total of 41,703. This 
strength is a short-term wave resulting from the declines in mort- 
gage rates that occurred in March and July. As in the past, this 
wave will dissipate after a few months, during this fall. Sales for 
1993 will total 39,500 units. This will be a 5% reduction from 
1992, but it will be the sixth best year on record. The average 
MLS price is forecast at $210,000, a 2% reduction from the 
$214,971 recorded in 1992. 

For 1994, with interest rates expected to be flat or increase 
marginally, affordability will not show the dramatic improve- 
ments that have driven the housing market in the past. Thus, 
housing demand will be determined by the strength of the econ- 
omy. With modest growth in employment, MLS sales are fore- 
cast to increase to 43,000 units. The average price will increase 
modestly to $212,000. Values for most homes will be un- 
changed - the increase in the average will be due to an increased 
share of move-up buying. 


New construction offers competition 


While the resale market was very active during most of 1992, 
the new homes market did not fare as well. The share of new 
home sales compared to total activity (new plus resale homes) 
fell to 20% in 1992 and 1993, compared to an average of 35% 
during the past decade. 

During late 1992 and so far in 1993, starter homes priced un- 
der $200,000 have accounted for over 60% of all activity on the 
resale market. Home builders, on the other hand, have tended to 
target move-up buyers, although there are relatively few move- 
up buyers in the market. Builders are increasingly turning their 
attentions to first-time buyers and are offering more affordable 
single-detached homes and lower cost attached housing options. 
With the shift to more affordable housing, the average price of a 
single-detached home at absorption has fallen sharply from the 
1992 average of $322,677. For 1993, the average price of a sin- 
gle-detached home is forecast to fall to $300,000, before nsing 
to $315,000 in 1994 as move-up activity increases next year. 

The spike in interest rates that occurred last fall caused a slow 
start to new home sales in early 1993. As interest rates ap- 
proached a 25-year low this summer, new home sales began to 
show improvement. With interest rates expected to remain near 
their current level, new home sales will continue to improve, 
reaching almost 11,000 for the year. This represents a 9% in- 
crease from 1992. In 1994, a recovering economy and stronger 
resale market will increase demand by move-up buyers, the tradi- 
tional consumers of new homes. The increased move-up activ- 
ity will lead to 12,500 new home sales next year. 


New home construction set for improvement 


The improvement in new home sales is resulting in an in- 
Crease in starts of homeownership dwellings, which are forecast 
to reach 12,850 units in 1993, up 8% from the 1992 total of 


: Multiple Listing Service (MLS) is a registered certification 
mark owned by the Canadian Real Estate Association. 


11,929. This total includes 9,000 single-detached units, un- 
changed from 1993, and 3,850 attached homeownership units 
(semi-detached, row, and condominium apartment). Private sec- 
tor rental starts are forecast to be 350 units. Despite the increase 
in Ownership activity, total housing starts are forecast to fall to 
16,200 this year, down 24 per cent from 1992. The drop can be 
attributed to a sharp slowdown in assisted activity, which will 
fall by 64 per cent in 1993 to 3,000 units. In 1994, an improving 
new home market will lead to an increase in starts to 19,200. In 
the homeownership market, single-detached starts are expected 
to increase to 10,500, and starts of attached ownership units will 
rise to 4,700 next year. In the rental market, private rental starts 
are forecast to fall slightly to 300 units, while assisted rental ac- 
tivity will increase to 3,700 units in 1994. 


Improving Housing Starts in 1994 


Singles H.O. Muni. 


Source: CMHC. 


Activity in the condominium market will increase in 1993, as 
homebuilders look for affordable housing options. For the year, 
condominium starts are forecast to increase to 2,400 units, 
nearly double the 1,218 units recorded in 1992. The improve- 
ment in condominium activity will be the result of an increase in 
townhome and low-rise apartment starts. The high-rise apart- 
ment condominium market continues to be oversupplied as in- 
vestor-owned and builder-owned rental units represent a steady 
supply of listings in the market. Results of our 1993 Condomin- 
ium Survey show that the number of rental condominiums 
dropped by almost 2,000 since 1992. As first-time demand con- 
tinues into 1994, condominium starts are forecast to increase to 
3,000 units next year. As in 1993, this will consist mainly of low- 
rise projects. 

A portion of the demand for new housing has been satisfied 
by sales of previously unsold, standing inventory in 1993. As a 
result, the inventory of homeownership units, has dropped from 
3,053 as of August 1992 to 1,705 as of August 1993. Reduc- 
tions have occurred for single-detached units which dropped 
from 546 in August 1992 to 312 in August 1993, while the in- 
ventory of condominium apartments units fell from 2,330 to 
1,257. Semi-detached and townhomes, both freehold and condo- 


minium, also showed a fall in standing inventories from 114 in 
1992 to 73 in 1993. The drop in inventories will provide builders 
with greater opportunity to meet demand with pre-selling. 

While new home sales will increase by 1,500 units next year, 
starts of homeownership units will increase by 2,350, as fewer 
home sales will be out of standing inventory. 


Variation across the Toronto market 


The critical factor for success in the new home market is the 
availability of zoned, serviced land, within reasonable distances 
from employment centres, at prices which allow for affordable 
housing. On that score, the most successful areas have been to 
the west, in Peel and Halton regions, which have accounted for 
just over one-half of all homeownership starts this year. York re- 
gion, which tends to focus on the move-up buyers, has ac- 
counted for about one-third of all homeownership starts. As the 
strongest demand will come from first-time buyers, the west will 
continue to lead in 1994. 


Smaller lots still in high demand 


The supply of building lots in the Toronto CMA 1s sufficient 
to meet demand for the remainder of 1993, and much of 1994. 
At the upper-end, there is an ample supply of larger (50 front 
feet and greater) lots as demand for those lots has been limited. 
However, as builders have shifted their attentions to the first- 
time buyers market, the supply of smaller, affordable lots has 
tightened. To capitalize on sales opportunities for 1994, the sup- 
ply of smaller lots must be expanded. 


Demand for rentals remains soft 


High unemployment among younger age groups and the shift- 
ing of renters into homeownership are combining to weaken the 
demand for rental housing. The slowdown of home sales in early 
1993 reduced tenure shifting, and led to a slight fall in the va- 
cancy rate, to 2.1 per cent in April 1993. Since that time, how- 
ever, housing activity has been strong, with more renters buying 
homes. As the high unemployment rate has reduced household 
formation, the shifting of renters to homeownership will cause 
the vacancy rate to increase to 2.4 per cent in October 1993. 
These trends will continue into 1994, and the vacancy rate will 
increase to 2.6 per cent next year. 


Renovation market 


Activity in the renovation market has dropped since early 
1989, along with the fall in home sales. Traditionally, homebuy- 
ers undertake renovation projects within 2 to 3 years after mov- 
ing. As fewer people have moved in the past 3 years, the 
number of renovation projects has fallen. The dominance of 
first-time buyers in the housing market will also continue to 
limit the recovery in the renovation market. Generally, first- 
time buyers spend less on renovation projects than move-up buy- 
ers. As a result, building permits for renovations are expected to 
fall from the 1992 level of $201 million to $190 million in 1993. 
As consumer confidence begins to return next year, larger reno- 
vation projects will be undertaken, raising the value of building 
permits to $205 million in 1994. 


Forecast Summary Toronto Market 


1992 1993* 1994* 
New Home Market 
POUL S tarts Sarernseroercccs c epseeton er ee ni teentiar ase aiacts oa eee ee 20,770 16,200 19,200 
Homeownership-StartSye tee ee ee ene ets oc ee 11,929 12,850 15,200 
Singlé-Detached2.c,a- eee tae ee eee ay es aa eee 9,027 9,000 10,500 
Semi: Detached/ROw7 ascii yep eo oe ene eee 2,294 20 3,350 
Apartment Condo staan. an c.tes eee ea cee Past oot reo cats aia ee 608 1,080 F350 
Rental Starts 
Private; Renal toctc sense Mee en eet ar ee cease 589 350 300 
ASSIStCC REM alias ctncchee nt eo Reuter ee ees Nee eee ee Bre 8,252 3,000 3,700 
Completed and Unoccupied Units-December 
Single-DetachedeG 2 seer ee ts Ova Serer 423 300 250 
POA a Bee SR ee ee Yc 2 Bente 2,985 2,200 2,100 
Average Monthly Absorption Rate 
Singie-Defached 5 rac creases, rere) eRe Se Se Seon 846 1S 825 
9 oc) ae Mire ota MEAS SREP ier pA” ens Oe olen Se Ay or RORY Weta s Oe ce 1,877 1,650 1,450 
Average Price New Absorbed Singlem 72). ere nee oo en ee $322,677 $300,000 $315,000 
Renter Households That Can Afford 
io Buy July-December) weasel tk ee ee oe Sie 28% 30% 31% 
Existing House Market 
MLSS Sales? #26,hc Deters rg ee Ae Ashcan 41,703 39,500 43,000 
Average MICS. Prices sn nie bas teracen cn etna en an ec ateaae. ee $214,971 $210,000 $212,000 
Rental Market 
Vacancy Rate (Oct). <menaton cee sper ee etna cae een a Mareen, 2.2% 2.4% 2.6% 
Average Rent,2;) Bedroom: (Oct) ge. tte cs ee ee ao ee $754 $770 $785 
Forecasting Assumptions 
Mortgage Raters *Yearrngs. cc. eetetesrcas sector se uantemees 8.95% 8.13% 8.00% 
Employment'cy car end) sms 50m = ose eee res So ert ae are oie 1,761,000 1,780,000 1,820,000 
Household 'Rormiation ves cae crete eee ere oe es as ite 19,000 16,000 18,000 
NeLIMipratOnintg prcet sie sas tase oe te isto prare aate tess ola iat oo NAO 34,000 32,000 35,000 


Sources: Toronto Real Estate Board, Statistics Canada, and CMHC. 

* Forecast by CMHC 

1 Canadian Housing Markets, third quarter 1993; assumptions: Average starter home price, 10% down-payment, 32% GDS, 3 year mortgage rate. 
2 Multiple Listing Service is a registered certification mark owned by the Canadian Real Estate Association. 


CMHC’s First Home Loan program - an 
added boost to the market 


The improved affordability of homeownership is being en- survey of FHLI buyers, nearly 70% stated that they could not 
hanced by CMHC’s First Home Loan Insurance Program have purchased this year without the CMHC program. 
(FHLI), which allows homebuyers to use a 5% downpayment. The combination of improved affordability and CMHC’s 5% 
Since its introduction in February 1992, over 12,500 homebuy- down program is providing homebuyers with an excellent oppor- 
ers have used the program in the Toronto area, constituting over tunity through the remainder of 1993. 


15% of total sales of new and resale homes. As many of these 

homebuyers could not have bought without the 5% downpay- APRESS Uee ee ee ee en” a 
ment program, FHLI has been successful at increasing the acces- For further information, please call Willard Dunning, Senior 
sibility of homeownership in the Toronto CMA. In a national Market Analyst, CMHC Toronto Branch at (416) 781-2451. 
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Highlights 
e Mixed signals from the Toronto economy 
e First-time buyers dominate Toronto housing market 


e Potential move-up buyers are cautious 
e Builders shift emphasis to starter homes 
e High-rise condo market will remain over-supplied. 


Goods-producing industries start to pick up . 


The Toronto economy entered a sharp recession in the 
spring of 1990. Since April 1990, the level of employment in 
the Toronto CMA has fallen by 200,000 jobs, or more than 
10 per cent. The manufacturing sector was hit very hard by 
the recession, as consumers and businesses slashed their 
spending. During the second half of 1992, Canadian manufac- 
turing activity stabilized and then began to turn around. This 
resulted from lower interest rates and the reduced value of the 
Canadian dollar. Lower interest rates have reduced debt serv- 
icing costs for businesses and consumers, and allowed them 
more discretion to spend and to invest. The lower dollar has 
supported Canadian exports to the United States at the same 
time as it discouraged cross-border shopping. At long last, it 
can be stated with some confidence that the Toronto manufac- 
turing sector is on the mend. Manufacturing employment is 
forecast to expand during 1993. But, the recovery is starting 
from a low level and it will be quite some time before em- 
ployment returns to the previous peak. 


The construction industry has also suffered a sharp down- 
turn. Recovery is not yet in sight for construction, as there is 
a substantial over-supply in non-residential real estate, and 
the residential sector has seen only modest gains. However, 
investments in transportation infrastructure, which have been 
announced recently, will begin to generate construction jobs 
later this year. 


Uncertainty in service industries 


During the past three years, total employment in Toronto’s 
service industries has been stable, in contrast to the declines 
in goods industries. During 1993, there will be some restruc- 
turing in services, which will result in some job losses in the 
Toronto area. These will occur in financial services, transpor- 
tation, utilities, and public administration. The wholesale and 
retail trade industries, on the other hand, will see modest 
growth as consumer spending continues its gradual recovery. 
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The combination of a gradual recovery in the goods-pro- 
ducing sector plus uncertainty in service industries makes it 
difficult to predict the timing and magnitude of employment 
growth in Toronto. In balance, we expect that by the end of 
1993 employment will be 1.78 million, 1 per cent higher than 
it was at the start of the year. 


Percentage of Adults with Jobs 
Toronto versus Canada 


Employment:Population - % 


50% 
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Source: Statistics Canada and CMHC forecast. 


The state of the local economy is often measured through 
the level of employment or the unemployment rate. Another 
revealing measurement is the ratio of employment to the 
adult population. At Toronto’s economic peak in 1989, that 
ratio averaged 69 per cent. By 1992, it had fallen to an aver- 
age of 61.5 per cent. The ratio is expected to be stable during 
1993 at 61 per cent. 


Demographics dictate slow household 
growth 


Historically, Toronto’s employment-to-population ratio 
has been 8 percentage points higher than the rate for all of 
Canada. This has made Toronto very attractive as a destina- 
tion for job seekers. During the recession, Toronto has re- 
tained an advantage, but its employment to population ratio is 
now just 3 percentage points above the Canada rate. This re- 
duction in employment opportunities has caused a sharp 
downturn in the number of other Canadians who are moving 
into Toronto. On the other hand, immigration from other 
countries has been increasing. The Toronto CMA is experi- 
encing a level of net migration much lower than during the 
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late 1980’s. Net migration is forecast to be 35,000 this year, 
or only 60 per cent of the level achieved during the boom. 


At this time, population growth in Toronto is being driven 
primarily by immigration. Because immigrants often arrive 
with limited financial resources, they tend to have low hous- 
ing demands for some years after their arrival: they have 
lower household formation rates (they are likely to “double- 
up”) and they are more likely to rent compared to the Cana- 
dian-born. Because population growth is mainly due to 
immigration, household formation and total housing demand 
in Toronto will remain weak for the next few years. During 
the second half of the decade, total housing demand will in- 
crease, for both homeownership and rental, as the population 
of recent immigrants becomes better established financially. 


Household formation slowed during 1991 and 1992, asa 
result of job losses. As the job market stabilizes, household 
formation will take the first steps to recovery during 1993, ris- 
ing modestly to 21,000. 


interest rates 


The rally of the Canadian dollar against the U.S. dollar 
paved the way for the recent declines in mortgage rates. Eco- 
nomic conditions will continue to favour additional declines 
during 1993. The economic recovery is slow and inflation is 
expected to remain subdued. Canadian mortgage rates could 
potentially test the two-decade lows reached last September 
(6.25 per cent for one-year terms and 8.50 per cent for five- 
year terms). The timing and magnitude of declines in rates 
will depend upon the behaviour of the Canadian dollar. 


First-time buyers drive the market 


Since the Toronto housing market peaked in 1989, median 
prices of homes sold through MLS! have fallen by one-quar- 
ter for all house types. The combination of lower house prices 
and the lowest interest rates in two decades has resulted in a 
very strong improvement in housing affordability. Affordabil- 
ity is now as good or better than it was during the previous 
housing market recovery, which occurred during 1983 to 
1985. According to CMHC’s affordability measure, the per- 
centage of renters who can afford to buy has been rising stead- 
ily and reached 27 per cent in the first half of 1992 and 28 per 
cent in the second half. In 1990, in comparison, only 7 per 
cent of renters could afford to buy. The affordability measure 


Per cent of renters who can afford to buy 
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Source: CMHC. 


will continue to improve during 1993, and is forecast to reach 
29.5 per cent during the second half. 


This sharp improvement in affordability has enabled in- 
creasing numbers of first-time buyers to achieve homeowner- 
ship, especially now that CMHC insures 95 per cent 
mortgages. Thus, the low end of the housing market has expe- 
rienced strong activity and prices have stabilized. On the 
other hand, a combination of factors is causing potential 
move-up buyers to be cautious. These include: the extent of 
job losses that have occurred, a residual of uncertainty about 
the economy, losses of homeowner equity during the past 
three years, and the prevailing sense that prices are unlikely 
to increase for some time. The predominant belief is that 
there is no urgency to buy. In consequence, the housing mar- 
ket is over-supplied with more-expensive homes. In this envi- _ 
ronment, move-up buying will increase only modestly during 
the year - robust recovery depends upon definite signs that 
employment is on a sustained growth path, which would im- 
prove consumer confidence. 


A pause in the resale market 


During most of 1992, the trend of MLS sales steadily in- 
creased, due to improving affordability. By the summer the 
trend reached a very strong seasonally-adjusted 4,000 units. 
However, in the fall of 1992 a spike in mortgage rates and a 
slew of negative announcements concerning major corpora- 
tions adversely affected consumer confidence and caused 
many potential buyers to become cautious. The trend of sales 
activity has dropped sharply to 2,400 units. Since interest 
rates are expected to be stable or declining in the coming 
months, home sales should soon start to improve again and 
the housing market will move towards balance during the 
spring and summer. 


The total number of MLS resales in 1993 is forecast at 
39,500, down 5 per cent from 41,703 in 1992. This will be 
the sixth best year on record. The average MLS price is fore- 
cast at $210,000, a 2 per cent reduction from the $214,971 re- 
corded in 1992. However, it represents a modest firming 
compared to the short-term trend, which has averaged 
$208,000 during the past three months. A modest increase in 
move-up buying later this year will bolster the average price. 


Opportunities for builders 


Sales of new homes are determined largely by the state of 
the resale market. When the resale market tightens - indicated 
by a rising sales-to-listings ratio - demand increases for new 
homes. However, during 1992, the resale market tightened 
but new housing sales did not respond in the traditional way. 
This occurred because housing demand was shifting away 
from move-up homes towards modest starter homes. The 
home building industry was not able to adjust its product of- 
ferings quickly enough to take full advantage of that opportu- 
nity last year. New home sales, as reported by the Greater 
Toronto Home Builders Association, reached only 10,091 
units. 

During late 1992 and early 1993, starter homes priced un- 
der $200,000 have accounted for two-thirds of all activity on 
the resale market. In recent months, builders have increas- 
ingly turned their attentions to first-time buyers and are offer- 


1 Multiple Listing Service (MLS) is a registered certification 
mark owned by the Canadian Real Estate Association.) 


New Home Sales Versus the Sales to Listings Ratio 
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ing more single-detached homes priced under $200,000 and 
attached housing (semi-detached and rows) priced from 
$130,000 and up. 


With move-up demand expected to increase only modestly 
during 1993, substantial sales growth can be achieved only by 
catering to first-time buyers. Assuming that builders offer suf- 
ficient product at the low end, CMHC forecasts that new 
home sales will reach 12,500 in 1993, a 24 per cent increase 
over 1992. The trend of activity will increase steadily during 
the year. 


Total housing starts will increase by only 3 per cent in 
1993, to 21,300 units versus 20,770 in 1992. The private sec- 
tor component of starts will increase by 10 per cent to 13,800 
units, while assisted starts will fall by 9 per cent to 7,500 
units. Most of the growth in the private sector will be ac- 
counted for by attached housing forms, especially row hous- 
ing. Starts of single detached housing will increase at a 
slower rate of 5 per cent. Because an increased share of starts 
will be low end product in 1993, the average price of single- 
detached units will fall by 10 per cent, from $322,678 to 
$290,000. 


Toronto’s high-rise condominium apartment market contin- 
ues to be over-built. Inventories are slowly being sold, but the 
number of units that have never been occupied remains high, 
at almost 1,800 units as of the end of February. In addition, 
there is a very large potential supply of investor-owned units 
which could become available in the resale market. Finally, 
improved affordability is encouraging many condominium 
owner-occupants to move to ground-oriented housing. As a 
result, the high-rise condominium market will remain over- 
supplied for all of 1993. Condominium apartment starts are 
forecast at 1,000 units for 1993. Most of these will be stacked 
(low-rise) projects. 


Variations across the Toronto market 


Within the Toronto market some areas are performing bet- 
ter than others. Western areas (Oakville, Mississauga, and 
Brampton) will continue to lead during 1993. Their large sup- 
plies of moderate-cost housing, good transportation links, and 
improving job markets make them attractive to first-time buy- 
ers compared to other areas. On the other hand, recovery in 
the east and north depends very much on the establishment of 
stability and confidence in the automotive sector. 


Need for small building lots 


_ The total supply of building lots in Toronto CMA is suffi- 
cient to satisfy demand for 1993. There is an over-supply of 
large lots (50 front feet and larger). Supplies of smaller lots 
(30 feet or less) are tighter. As the economy recovers and im- 
migrants become better established financially, first-time buy- 
ers will continue to dominate housing demand in the Toronto 
area for the next few years. Thus, if builders are to capitalize 
on opportunities in the starter home market, the supply of 
competitively-priced, smaller lots (25 to 30 feet) must soon 
be expanded. 


Soft demand for rentals 


Demand for rental housing is currently constrained as the 
result of weak household growth, employment losses among 
younger age groups, doubling-up, and the movement of ten- 
ants to homeownership. For 1993, demand for rental housing 
is forecast to grow by 3,000 units. Demand will recover 
gradually in coming years and average 8,000 units per year 
during the second half of the decade. During the boom of the 
late 1980’s the apartment vacancy rate reached a low of 0.1 
per cent. Subsequently, the rental market eased considerably 
during the recession and the vacancy rate reached 2.2 per cent 
by October 1992. During 1993 rental housing completions 
will exceed demand and the vacancy rate is forecast to rise to 
2.9 per cent by October 1993. 


Under the pressure of rising vacancy rates, rent increases 
have moderated. For 1993, rents are forecast to increase by 2 
per cent on average. Increases will be greatest in the low and 
moderate parts of the rental spectrum. At the upper end of the 
distribution, rents will be stable, although some rent reduc- 
tions are possible, particularly for rental products whose rents 
are close to the costs of homeownership. 


Renovation market 


Most home renovations are made within two years of mov- 
ing. Because the Toronto housing market slowdown began in 
early 1989, renovation activity has also slowed. The recovery 
of home sales during 1992 and 1993 will result in more reno- 
vation activity. However, first-time buyers are dominating the 
housing market. These buyers generally are not prepared to 
spend as much on renovation as were the move-up buyers 
who renovated during the boom. Thus, renovation jobs will 
on average be smaller than in previous years. 


The value of building permits issued for home improve- 
ments totalled $201 million in 1992, a drop of 38 per cent 
since the peak in 1989. In 1993, activity will expand margin- 
ally to $210 million. 
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1991 1992 1993* 
New Home Market 


Total Starts: p42 ee aes Ue Sen ei hae ie! eee 18,814 20,770 | 21,300 
Homeownership Starts 
Single-Detachicd tari x rete oaerenis teheco rae nok asi ose 9,459 9,027 9,500 
Semi-Detached/ROw: os mre stakes nee aan ee ee ee een 1,859 2,294 2,800 
Apartment Condo 27 sc, ner eset alee oh Sete rttcn heer ee ee Ale 1,574 608 1000 
Rental Starts 
Private: Rental i.sn siis- uc Aes te Be wot eae Needham erect ne 198 589 500 
Assisted Rental insti: iia cep iii UE oh cits soe oo canis Aa We 5,724 8,252 7,500 
Completed and Unoccupied Units - December 
Single-Detachedss ov ca. ferte Alisa a ee hance el ne ee 356 423 400 
6 a FL) ca gsc 2 Seder nein dacs Wn Ait Mel at thelr Lv cod on og ae 3,374 2,985 2,300 
Average Monthly Absorption Rate 
Single=Detached Gn ceer ere tee he er enn gee es 871 753 775 
TOCA ys metas cee ees eC SE OE 2,154 1,754 1,850 
Average Price New- Absorbed Single: fa .ce sete ee ante a ee $359,880 $322,678 $290,000 
Renter Households That Can Afford 
to Buy Guly-December), ee noe ee eee ae 24.4% 28.0% 29.5% 
Existing House Market 
MUS Sales™ wearin Rita Re ean Re tl nn tele Ratt eae ame 38,144 41,703 39,500 
(Average MIS PTC: sich eck ies ce cect Meee ae anette hich! $234,313 $214,970 $210,000 
Rental Market 
Vacancy Rate (Oct) sock aoa ee eecin ee te erne Cam ioaie ater 1.8% 2.2% 2.9% 
Average Rent.) BedroomaOcty... tana. ee ace ace eer $730 $754 $770 
Forecasting Assumptions 
Mortgage Rateoty Car fvaccnn cx i eee eran ee teeter cre tae 10.90% 8.65% 8.44% 
Employment. (¥car end)<cc25 an t)escrt.c oii) a cans ths cena eign 1,815,000 1,761,000 1,780,000 
Household Formation wor. ae estab cyeeoe: tame cin ira, ceeeehe sais arenas west a os oemetiers 20,000 19,000 21,000 
NEG Migration 72-5 cists wren. een end wir eet hw eae eet te ae naee aro) eae 25,000 28,000 36,000 


Sources: Toronto Real Estate Board, Statistics Canada and CMHC 

* Forecast by CMHC 

1 Canadian Housing Markets, July 1992; assumptions: average starter home price, 10% downpayment, 32% GDS, 3 year mortgage rate; 
2 Multiple Listing Service (MLS) is a registered certification mark owned by the Canadian Real Estate Association. 


CMHC’s First Home Loan program a have Gross Debt Service Ratios (GDS) similar to households 
resounding success which have higher downpayments - the average GDS ratio in 
i. Toronto was 27 per cent. This shows that many households 
When it was introduced in early 1992, it was anticipated can afford the monthly costs of owning a home, but accumu- 
that 10,000 households across Canada would use CMHC’s lating the down payment can be difficult. 


hew program during 1992 to buy their first home with only a 
5 per cent downpayment. Nationally, that figure was sur- 


assed during the first few months. In just the Toronto CMA, : ot 
6.900 Tat I used the program in'| 992. Approximately For further information, p lease call Willard Dunning, 
90 per cent of those using the program purchased resale Senior Market Analyst, CMHC Toronto Branch at (416) 


homes. Clients of the First Home Loan Insurance Program 781-2451. 
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Synopsis 


e The Toronto real estate market has started a new 
wave of stronger sales, as excellent affordability is 
drawing buyers into the market. 


e The Toronto economy has been in recovery since 
late 1994. Spending cuts by government are limiting 
prospects for job growth in 1996. 


e Ina slowing economy, the housing market will likely 
weaken in the second half of this year. 


e For 1996, CMHC forecasts 14,400 new home sales. 
Builders can meet this forecast by offering more 
low-priced singles, to appeal to first-time buyers. 


e Housing starts will total 16,100, down marginally from 
16,325 in 1995. Assisted rental starts will fall, but 
homeownership activity will expand. 


e The typical first-time buyer has an income of $50,000 
to $70,000 and is looking for a single-detached home 
priced at $160,000 to $175,000. Any growth in new 
homes activity will come from this sub-market. 


Economic recovery - but an uncertain outlook 


Toronto’s economy is showing definite signs of recovery, as 
robust job creation began late in 1994. After 5 years of lingering 
recession, a very encouraging 80,000-90,000 jobs have been 
created since September 1994. With these improvements, 
however, Toronto still has not regained all of the losses suffered 
during the recession. About 175,000 jobs were lost during the 
downtum. Three-quarters of these losses have been regained. 

The recovery has been centred mainly in manufacturing and 
financial services. Consumer spending has also increased, but 
this has not yet resulted in more jobs in retail tade. Employment 
has been falling in construction and the public sector. 

For 1996, the job outlook is mixed. Private sector 
employment will expand, especially in goods-producing 
industries, as the Canadian and US economies respond to lower 
interest rates. However, the Toronto CMA economy depends 
mainly on service industries (government, finance, retail trade, 
professional services, etc.). Growth prospects are more modest 
- inservice industnes. Most importantly,the government sector 
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will see substantial job losses. With this mix of positives and 
negatives, the outcome is difficult to call, but it is very likely 
that there will be little or no additional job growth this year. 


Slower economy reduces population growth 


Our best indicator of the local economy is the percentage of 
adults who have jobs. This shows that during the 1980’s Toronto 
had one of the strongest job markets in the country. Toronto’s 
ratio was normally about eight percentage points above the rate 
for all of Canada. The ratio fell sharply in Toronto during the 
recession. The rate for all of Canada also fell, but not as sharply. 
As a result Toronto’s advantage is now only 2 or 3 points. 


Percentage of Adults with Jobs 
Toronto Versus Canada 


Percent 


Source: Statistics Canada and CMHC forecast 


During the 1980’s, Toronto’s very strong job market made it 
a powerful magnet for job-seekers, resulting in high levels of 
in-migration from other parts of the country. Housing demand 
was very strong, to accommodate the expanding population. 
Because of the weak economy, net migration is now only about 
one-half of the level seen during the late 1980’s. 

The rate of population growth has slowed. More importantly, 
the nature of that growth has changed. This is a key factor in the 
Toronto housing market. 

Currently, the largest component of growth is immigration 
from other countries, instead of movement from other parts of 
Canada. Immigrants frequently arrive with limited resources. 
They often form large household groups, pooling their incomes 
and sharing costs. This means that new immigrants have lower 
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housing demands than other Canadians, and they are most likely 
to live in rental accommodation rather than in homeownership. 
Between 1986 to 1991, an average of 33,400 households 
were formed per year. Household formation has been weaker in 
the 1990’s, because of the recession, but also because of the 
changed nature of population growth. CMHC estimates that 
household formation is currently about 18,000 per year. 


Interest rates 


Employment is the key factor that determines long-term 
demand for housing, but in the short-term mortgage rates are 
most important. They influence consumers’ choices between 
owning versus renting. 

Despite recent volatility in financial markets, there are good 
prospects for additional cuts in mortgage rates, due to a weak 
economy and low inflation. The one-year rate is expected to 
stand around 6.00-6.50% by the end of the summer while the 
five year rate should be in the range of 7.00-7.75%. Rates should 
Start rising at the end of 1996. 


Consumers in control 


The mortgage market is extremely competitive. Consumers 
have leverage to negotiate mortgage rates. During the opening 
weeks of 1996, borrowers in Toronto who choose 5 year terms 
are negotiating rates 40 to 50 basis points below the rates 
officially quoted by lenders. They are saving an average of 
$40-50 per month, based on a $150,000 mortgage. 

In the new homes market, builders can gain a competitive 
edge by obtaining equivalent rate discounts (or better) for their 
purchasers, and offering guaranteed interest rates. 


Good analysis of the new homes market 
Starts with resales! 


Experience shows that the single greatest factor that affects 
new home sales is the state of the resale market. New home sales 
are strongest when the resale market is tight, as indicated by a 
high sales-to-listings ratio. When the listings ratio rises, buyers 
have fewer choices in the resale market, and they also have less 
ability to bargain on price. When the ratio is quite high (above 
30%), prices tend to rise in the resale market, which gives 
buyers added incentive to look at new homes. But, when the 
ratio is low (below 18-20%), prices of resales tend to fall, which 
discourages buyers from choosing new homes. 

The following graphic shows the relationship. The number of 
new home sales (shown as a bar) was pushed up during 1985-88 
by a very high listings-ratio (shown as a line). During the 
1990's, a low ratio has resulted in much slower sales. In 1994, 
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however, the resale market tightened, allowing builders to 
increase sales. In 1995, there was more slack in the resale 
market, which led to slower sales of new homes. In the 
long-term, each 1 percentage point increase in the 
sales-to-listings ratio results in about 700-800 additional new 
home sales per year. 

A brief discussion of the resale market and its outlook is 
needed, to set the stage for the forecast of new homes activity. 

During 1991 to 1995, there were four periods of significant 
reductions in mortgage interest rates. Each of these produced an 
improvement in affordability and stimulated a strong wave of 
home sales. During late 1995 and early 1996, the fourth wave 
lost its momentum. As of February this year, it appears that a 
fifth wave has just begun, as sales surged in both the resale and 
new homes market. Expressed as a “seasonally adjusted annual 
rate” or “SAAR”, February’s resales reached an annual rate of 
46,000 - above the 1995 total of 39,273. New home sales also 
improved, to 16,400 SAAR, well above the 1995 level of 12,857. 

Activity has responded to falling mortgage rates, but that 
response was unusually slow. This indicates that consumer 
confidence is rocky. This new wave of sales is likely to be less 
dramatic than previous ones - it is unlikely to last as long, or 
result in as many sales as the wave seen in 1994. 


New homes follow resales 

The all-important sales-to-listings ratio has remained in the 
middle of the 20-30% “Balanced Market” range, indicating 
stable prices, and giving buyers moderate encouragement to look 
at new homes. With stronger resales this spring, the resale 
market is becoming tighter. We expect that the sales-to-listings 
ratio will be in the 25-30% range during the spring, creating 
more opportunities for builders, and translating into robust new 
home sales. But, because consumer confidence is weak, resales 
will slow by mid-year, and the sales-to-listings ratio will fall to 
the 20-25% range, or lower, in the second half of the year. New 
home sales will weaken. 

Combining a good spring market and a slowdown later in the 
year, CMHC is forecasting that the sales-to-listings ratio in 1996 
will average only 21.1%, down from 22.5% in 1995. Yet, we are 
forecasting 14,400 sales in 1996, up from 1995’s 12,857. Why is 
this - it seems inconsistent with our statements about the 
importance of the sales-to-listings ratio? CMHC believes that 
there are new market opportunities, that will be discovered and 
exploited by builders. The largest market segment is first-time 
buyers - and builders can capture more of that market! 


First-timers lead the market 


So far during the 1990’s, Toronto’s housing market has been 
dominated by first-time buyers - 60% of all homebuyers in 
Toronto have been first-timers. A normal rate would be 40%. At 
today’s mortgage rates, an income of $40,000 to $45,000 is 
required to buy a modest starter home in Toronto. This is much 
better than in the late 1980's, when the required income was 
$75,000 to $80,000. This change has made homeownership 
accessible for thousands of renters. 

Most of these first-time buyers are meeting their needs in the 
resale market. Data from CMHC’s 5% down-payment program 
shows that 82% of our clients are purchasing existing homes - 
builders are capturing only an 18% share of this critical market! 

Industry is challenged to provide products that meet the needs 
of first-time buyers. Builders have been successful with low-end 
attached homes including town-homes and low-rise apartments 
that appeal to low-income first-time buyers. There is an 
untapped mid-range market, from buyers whose incomes 


are between $60,000 to $70,000. These buyers are typically 
finding single-detached homes in the resale market, priced at 
about $175,000. Another price point is $160,000, for buyers 
with incomes from $50,000 to $60,000. There is a lack of 
competing product in the new homes market - these are the 
largest segments of today’s housing market and they 
represent the best opportunities for builders in 1996! 

CMHC identified these opportunities at our 1995 Housing 
Outlook Conference. Already, there are signs that builders are 
responding to the challenge. Builders know that today’s buyers 
are very careful and thoroughly research their options before 
making commitments. Thus, builders need to research the resale 
market, talk to buyers about their priorities and expectations, and 
offer products with value comparable to resales. 

For many first-time buyers, the rental income from an 
“accessory suite’ can make homebuying feasible. This option 
is readily available in the resale market. Builders might 
examine basement suites as an extra inducement to first-time 
buyers. With a falling vacancy rate in Toronto’s rental 
market, there is a need for more basement apartments, and 
owners are finding it easier to attract good tenants. 

Most builders are chasing the move-up buyer, especially the 
high-end market (single-detached homes priced from $300,000 
and up). This segment has been stable for three years, at less 
than 3,000 units per-year, as shown in the following graphic. 
The upper end market is expected to remain static in 1996. 

Buyers who made a first-time purchase after mid-1992 are in 
the best position to make a move up. Builders could see more 
demand from second-time buyers in 1996 and beyond. This 
potential market will chiefly be looking for mid-priced singles, 
priced under $250,000. 
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The graphic above demonstrates that the move-up market has 
been stable for three years. But, there has been volatility for 
singles priced under $200,000. The message is - “the first-time 
buyer makes or breaks the market”. For any builder who wants 
to grow in 1996, that growth will be for homes priced under 
$250,000, and especially under $200,000. 

A final note - we do a lot of technical work on our forecasts. 
Our models tell us that there should be only 7,500-7,800 
freehold sales in 1996. Yet, we are forecasting 9,400 freehold 
sales, up from 8,390 last year. We believe that in 1996 builders 
will grab a big piece of the first-time buyer market! 


Demand for affordable condos 


The new condos market has been steadily gathering strength 
in the 1990s, although sales dropped slightly in 1995. The 


underlying fundamentals for the condo market are very 
favourable - good affordability is allowing thousands of renters 
to jump to ownership, and competition from standing inventory 
has been reduced. However, selling out new construction condos 
is difficult, perhaps because of the long lag times between 
purchase versus occupancy. 

Condo apartments represent two poles in the housing market. 
At the low end, they are the first rung on the ownership ladder - 
these buyers are sensitive to pricing, delivery dates, and condo 
fees. Due to good affordability, this demand should expand 
during 1996, if developers find the right formulas. Our data tell 
us that the most important price points for condo apartments are 
$85,000 for buyers with incomes under $40,000, followed by 
$100,000 for buyers with incomes from $40,000 to $50,000. 

Demand for upper end condos will be flat, or could even fall. 
The Asian market is believed to be tapering off. 

Based on the potential for the low end market, CMHC 
expects 5,000 new condo sales in 1996, up from 1995’s 4,467. 


Housing starts follow sales 


For most new homes, an actual “housing start” occurs 4 to 9 
months after the sale. Because sales were slow late in 1995, 
housing starts are now easing, and will probably be slow in the 
spring. But, with sales now improving, higher construction 
volumes are expected for the summer and fall. 

If builders offer more low end singles and succeed in the 
first-time buyer market, we will see a large jump in starts of 
single-detached homes this year. On this basis, we are 
forecasting starts of 9,000 singles this year, up 31% from a 
lowly 6,879 in 1995. For other structural forms of ownership 
housing (semis, rows, and condo apartments), starts will drop, 
reflecting a slow start this spring. 

Combining growth for singles and a decline for the other 
types, total starts of homeownership units will rise by 6% to 
15,200 this year, from 14,407 in 1995. These starts will be 
slightly more than new home sales (14,400). 

Readers should note that condo conversion projects are 
counted in the new home sales reported by the Greater Toronto 
Home Builders’ Association, but they are usually not counted as 
housing starts. Therefore, condo starts will be lower than sales. 

Rental starts are forecast to fall by more than 50% in 1995, to 
900 units, as the provincial government is winding down its 
assisted housing programs. The provincial government is 
investigating options to stimulate private rental construction, but 
we don’t yet know the details of its plans. We are assuming just 
100 private rental starts this year - we know that some builders 
are assessing this option and we could be surprised. 

In total, 1996 starts are forecast to fall marginally, to 16,100 
units, from 16,325 in 1995. The drop will be due to lower 
assisted housing construction, as we are forecasting more private 
sector starts for homeownership and for rental. 


Land supply adequate 


Governments at the federal, provincial, and municipal level 
have joined forces to survey the supply of residential land in the 
Greater Toronto Area. At the beginning of 1995, about 218,000 
lots were on-stream for short-term and medium-term 
availability. This included 65,700 lots for single-detached homes 
and 152,200 for multiple unit structures. Depending on how 
strong demand is in future, this supply is adequate to meet 
market needs for 3.3 to 6.4 years for singles, 2.6 to 5.4 years for 
semi-detached homes, 6.7-27 years for apartments, and 6.6-30 
years for row homes. 

The 1996 survey report is now underway. Results will be 


available in the second half of the year. For additional 
information, please contact CMHC’s Toronto Branch Market 
Analysis Department. 


Rental market tightens 


In the Toronto CMA, the vacancy rate peaked in 1992, at 
2.2%. It has fallen to 0.8% as of October 1995. Population 
growth is fueling demand. Meanwhile, new supply is slowing. 
The apartment vacancy rate will fall further, to just 0.5% by 
October 1996. Rent increases will accelerate to 3% in 1996. 

CMHC’s Toronto Branch has completed a unique analysis of 
market rents in Toronto and how they have changed in the last 
five years. For new buildings, market forces have prevented 
rents increases for the last five years. For buildings constructed 
prior to 1975, rents have increased at essentially the rate allowed 
by rent review. The market is signalling that for new 
construction, attainable rents would typically be $850-900 for 
one-bedroom apartments and $1,000-1,050 for two-bedroom 
units. Of course, actual rents will vary due to location and other 


quality factors. A key factor limiting rents for new construction 
is the cost of competing homeownership alternatives. This 
special analysis is available from CMHC, at a cost-recovery 
price of $15. To order, call 789-8708. 


Pencil us in for November 21st! 


We have tentatively set November 21 as the date for our 
Third Annual Toronto Housing Outlook Conference. This event 
will include the official release of our National Housing Outlook 
for 1997 and 1998, as well as the results of our October 1996 
Rental Market Survey for Toronto. Other topics will likely 
include the GTA Land Inventory, Consumers’ Housing and 
Mortgage Preferences, and an examination of the immigrant 
housing market. Additional information will be available by 
mid-year. 


For further information on anything in this report, please call 
Willard Dunning, Senior Market Analyst, CMHC Toronto 
Branch at (416) 789-8709. 
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3 Canadian Housing Markets; assumptions: Average starter home price, 10% down-payment, 32% GDS, 3 year mortgage rate. 


Canada Mortgage and Housing Corporation 
650 Lawrence Avenue West Toronto, Ontario M6A 1B2 


Canada &) 


CMHC 2924 


NHA 6046 


OA 
MA 


The housing sector in Toronto is currently at the tail end of 
one of its worst slumps in many years, largely as a result of a 
worsening employment situation. The downturn in employment 
began in Toronto in the second quarter of 1990, following 27 
quarters (almost 7 years) of steady increase. Between the first 
quarter and the fourth quarter of 1990, total employment fell 
3.5 per cent. Employment is likely to continue to decline for 
another 2 quarters, and the total decline will be 6 per cent from 
the peak in the first quarter of 1990. That would bring 
employment at the end of the second quarter of 1991 to 1.85M, 
compared to 1.95M at the peak. The unemployment rate, which 
was 3.4 per cent in the third quarter of 1989, rose to 6.7 
per cent in the last quarter of 1990, and is expected to average 
8 per cent during 1991. The rate will be higher than this during 
the first quarter, but will gradually decline through the rest of 
the year as people stop looking for work and temporarily 
withdraw from the labour force. 


Manufacturing and Construction Hardest Hit | 


Thus far, the recession has been concentrated in the 
manufacturing and construction sectors, though there are 
indications that it is spreading to the service and trade sectors. 

In the case of manufacturing, the recession is due to a 
combination of weak domestic demand, declining exports and a 
realignment of production lines in multiplant firms, as 
companies respond to the recession and free trade by closing 
older, inefficient plants. Total employment in manufacturing 
has been declining somewhat erratically since 1981. In the 
second quarter of 1989 there were 415,000 workers in 
manufacturing, whereas by the last quarter of 1990 there were 
only 375,000, a decline of 10 per cent. 
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The decline of employment in the construction sector is a 
result of weakening demand for both residential and 
non-residential space, combined with excess inventories of 
residential, office and commercial space constructed during the 
protracted boom years from 1986 to 1989. By the fourth 
quarter of 1990, employment in the construction sector on a 
seasonally adjusted basis fell to 110,000. This is 80 per cent of 
the peak level of 140,000 during the fourth quarter of 1988. 
Employment in construction will continue to decline as few 
new projects are being started. 

The decline in employment, combined with international 
economic uncertainties, has resulted in a sharp decrease in 
consumer confidence. The Conference Board reports that the 
Index of Consumer Confidence in Ontario has fallen from 142 
in the second quarter of 1987, to 74 in the second quarter of 
1990, a plateau at which it remained for the rest of 1990. 


Recession in Toronto to End by Third Quarter 
of 1991 


The decline in the Toronto economy is expected to continue 
until the third quarter of 1991. By then it is expected that the 
economic situation will improve, with lower interest rates and 
pent up consumer demand resulting in an increase in consumer 
expenditures, consumer goods production and _ business 
investment. In addition, improved demand for Canadian 
exports to the United States will stimulate the economy; 
increasing as the U.S. economy picks up and a lower Canadian 
dollar makes Canadian goods more attractive. 

This recession, to the extent that it is a_ typical 
business-cycle induced recession, will likely follow the pattern 
of the 1981-83 recession. At that time, house starts and sales 


increased a half year before employment, and actual house 
prices did not drop, waiting instead for inflation to erode their 
value in real terms. Features of the current recession that make 
it different from the previous one include: an oversupply of 
units, particularly condominiums, a larger drop in prices from 
the peak, and the tail-end of the baby boom entering the 
housing market. 

Nevertheless, since the basic relationship of the housing 
sector to the economic cycle is not expected to change, we 
should see an improvement in house sales and starts at the end 
of the first quarter, preceding the improvement in the economy. 
House prices are predicted to remain flat until the general level 
of consumer prices catches up to the dramatic house price 
increases prior to the recession. 

Following a decline in the fourth quarter of 1990, the drop 
in interest rates accelerated in the first two months of the year. 
The decline in economic activity, along with lower interest 
rates in the U.S., allowed the Bank of Canada to ease monetary 
policy. The prime rate, after declining by one percentage point 
to 12.75 per cent during the fourth quarter, declined an 
additional 1.5 percentage points to 11.25 per cent at the end of 
February 1991. One and the five year mortgage rates dropped 
by approximately three percentage points to 11.00 and 11.50 
per cent respectively by the end of February 1991 from their 
level of 13.25 per cent at the end of September. Even though 
mortgage rates have declined substantially, low consumer 
confidence as well as declining economic growth and rising 
unemployment will limit the demand for housing. 

Most forecasters expect interest rates to continue to decline 
in 1991 as weak economic growth and lower wage inflation 
continue throughout the year. The introduction of the GST and 
relatively high interest rates in the U.S., Germany and Japan 
will, however, moderate the decline in Canadian rates, 
particularly long term compared to short term rates. By the end 
of 1991, mortgage rates are expected to fall by 1.5-2.0 
percentage points from the level observed at the end of 
December 1990. Mortgage rates for a one year term are 
expected to be between 10.25 and 10.75 per cent while 
mortgages for a five year term are expected to range between 
10.75 and 11.00 per cent. Most of the decline in mortgage rates 
is expected to occur during the first half of the year followed 
by a levelling off in the second half as economic conditions 
improve. 
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Migration Will Spur Housing Demand 


The third major source of recovery, in addition to the 
improved economic environment and lower interest rates, will 
be the continued large influx of migrants to the Toronto area. 
International immigration is likely to increase as a result of 
government policy to raise the levels of immigration to Canada 
to 210,000 in 1991 and 250,000 for the subsequent 4 years. As 
a result, we predict that in 1991, net migration, including intra- 
and inter-provincial migration as well as immigration, will 
number 32,000, rising to 46,000 in 1992. This demographic 
growth will spur consumer demand, particularly for housing. 


Net Migration to Toronto 
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New Detached Construction to Return to 
Balanced Market Status by the Middle of 1991 


During most of 1990, the market for single detached units 
was in an oversupplied situation. The number of detached units 
planned, under construction and completed but unsold in 
June 1990 totalled 12,070. This is roughly 14 times the 857 
units absorbed monthly. In a balanced market, the ratio lies 
between 5 and 8, representing the number of months that it 
takes to build a detached unit. 

During the first quarter of 1991, much of this inventory, 
particularly the completed but unsold units, declined as 
builders sold off their standing inventory and reduced their 
building plans. As a result, in January 1991, the number of 
detached units, planned, under construction, and completed but 
unsold totalled 8,500, while average monthly absorptions fell 
to 775. As a result, the new housing market is returning to a 
balanced status, but at a lower level of absorptions than that 
which occurred during the boom. By the second half of 1991, 
both sales and absorptions are expected to increase, and the 
market will remain in its balanced state. Much of the activity 
will be at the lower end of the price scale, as builders try to 
attract the first time buyer. This parallels activity in the resale 
market, where the first time buyer has been responsible for the 
rejuvenation of the market in the first half of the year. 

The average price of new single detached units at the time 
they were started, in Toronto, fluctuated in 1990 from a high of 
$441,000 in June to a low of $313,000 in November. It rose 
again in January 1991 to $359,000. The decline in prices was 
the result of both a shift by builders toward lower priced 
housing units and price reductions on existing models. These 


price estimates do not incorporate various incentives being 
offered by builders. In a survey in February 1991 of new home 
sales offices, the major incentives, apart from price reductions, 
were no GST, appliance packages, and reduced rate mortgages. 
Normally in a business cycle, an increase in the construction 
of new housing follows increased activity in the resale market 
by two to three months, since consumers look first to the 
existing home market. Builders wait several months until a 
significant proportion of new homes in a development are sold 
before actually beginning construction. As a result, new single 
detached house construction is expected to remain at current 
low levels until the middle of 1991; starts in the first half of the 
year will number approximately 3,000 units, while in the 
second half of the year, starts should jump to 4,000 units, 
bringing the total figure to 7,000. This is slightly lower than the 
figure for 1990 of 7,100. In 1992, with the economic recovery 
underway and demographic pressure increasing, starts of 
singles will increase, and are expected to total 10,000 units. 
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Average prices of single detached units are expected to 
remain at the $350,000 level, before GST, for the initial half of 
1991, before increasing slowly in response to higher levels of 
consumer demand. By the end of 1991, we expect the average 
price of new single detached units to be $370,000, as 
purchasers wishing to upgrade their housing turn to the new 
home construction sector. 

The multiple dwelling unit sector, dominated by the 
condominium market, will remain in a state of oversupply until 
the end of 1991, primarily as a result of the large number of 
units under construction — over 11,000 at the end of 1990. In 
addition, there are over 40 large projects that had been put on 
hold during the latter half of 1990. Some of these will be 
brought to market once the current inventory is depleted. 

Starts of multiple unit projects, which totalled over 11,000 
in 1990, are expected to fall to 10,000 in 1991 before 
rebounding to 13,700 in 1992. A significant proportion of 
multiple unit starts will consist of units subsidized through the 
various government non-profit housing programs. As well, row 
housing, because of its more affordable price, should become 
relatively popular. As the market improves, the number of 
condominium apartment starts will also increase. 

The average price of a new apartment condominium unit 
started in 1990 was $300,335, while the median price was 
$227,500. As the market shifts toward the production of more 
affordable housing, we expect the average price to drop to 


$225,000 in 1991, and then climb to $250,000 in 1992 when 
the demand for luxury units starts to resume. 

Construction activity is expected to be greatest in lower 
priced areas, particularly to the west and the east of the 
Toronto area. As the economic recovery spreads, activity will 
improve in Metro and York Region as well. 
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Resales to Total 27,000 in 1991 ; 30,000 in 1992 


MLS sales increased steadily since 1983 before levelling off 
in the second quarter of 1987. By the second quarter of 1989 
they had dropped to the pre-boom period levels, where they 
have remained for 6 quarters. Following the sudden increase in 
activity in the first quarter of 1991, we expect sales to return to 
the 2,200 sales per month level until the end of the second 
quarter, and then gradually improve. Most of the strength will 
be at the lower end of the price scale, with product geared 
toward the first time purchaser. As a result sales for the entire 
year will equal 27,000, the same level as in 1990. In the last 
quarter of 1991 the market should be in a more balanced 
position. By 1992, as the economic recovery strengthens, sales 
will increase to 30,000, a growth of 11 per cent. 


MLS Sales — Toronto Real Estate Board Residential 
Median Price at December 
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Resale Prices to Level off for Two Years 


The major characteristics of the current housing recession is 
that it follows a period of extended price growth. The average 


resale house price increased by 170 per cent between the 
beginning of the boom in the last quarter of 1984, and its peak 
in March 1989. Since that time, the median house price has 
fallen by 17 per cent. As a result, by the end of 1990, the 
median resale price in Toronto was $199,775, the same level 
that existed in June 1988. The major reason prices fell was the 
large supply of units being listed (over 23,000 at the peak in 
April 1989), and the return of demand to more normal levels, 
from the high levels created by the purchasing frenzy during 
the price spiral in 1987 and 1988. In fact, sales have been 
remarkably stable throughout most of 1990, varying around the 
2,300 level for most of the year. 

The boom leading up to the current recession had caused 
very high rates of inflation in house prices. As a result, there 
has been a steeper drop in prices. Most of this drop has already 
occurred. Sellers will try to resist any further price declines by 
withholding the unit from the market, if at all possible, rather 
than see their equity eroded. Thus, we expect median prices to 
level off at $200,000, and remain at that level until the 
economic recovery is well underway. 


Price at Start — New Single Detached 
March 1990 to January 1991 


S53 Average Price |. 
G28 Median i 


T 
H 
O 
U 
iS) 
A 
N 
D 
s 


SOURCE: CMHC 


Land Prices to Increase for Small Lots 


During most of 1990 there was very little demand for 
serviced land, as builders cut back on their plans. 
Consequently, it was impossible to establish a market price for 
land. Toward the end of the year, there were a few land sales, 
and these indicate that the price may have dropped in areas 
such as Mississauga from approximately $4,400 a front foot to 
as low as $2,900. Since most of the demand for housing is from 
first time homeowners, demand for smaller lots has started to 
increase while the supply of such lots is becoming scarce. As a 
result, the price for such lots should increase in 1991 to $3,700 
per front foot. 


Rental Market Will Continue to Ease 


The vacancy rate for private rental units rose in October 
1990 to 1.0 per cent from 0.3 per cent in October 1989. As a 


result of the recession, the vacancy rate is expected to continue 
to rise in 1991, peaking at 1.3 per cent in October, before 
falling, as the economy recovers, to 0.8 per cent in October 
1992. 

The average rent for a two bedroom apartment in October 
1990 was $689. The combination of a weakening economy, 
high vacancy rates and the proposed rent review system will 
result in average rents growing by 5 per cent in each of 1991 
and 1992. 


Renovation Activity To Increase 


In 1989, CMHC estimates that approximately 40 per cent of 
all Ontario homeowners undertook major repairs or 
renovations, spending an average of $4,200. In addition, 70 per 
cent of homeowners undertook minor repairs and maintenance, 
at an average of $1,000 per unit. Although there are no more 
Current statistics, we estimate that this level of activity declined 
by 15 per cent in 1990 as a result of the recession. This decline 
is expected to be reversed by the spring of 1991, as confidence 
in the housing market returns. Expenditures on repairs and 
renovations are expected to increase by 15 percent in 1991, 
thus returning to the levels of 1989. 


Mortgage Carrying Costs Improving 


Once the fear of job loss begins to recede, homeowners will 
be able to afford to improve their housing by moving up.The 
median household income of homeowners in Toronto is 
estimated by CMHC to be $72,000 in 1991, and will rise to 
$74,000 in 1992. With interest rates expected to average 
between 10.50 and 11.00 per cent in 1991, this would imply 
that the median household able to make a 40 per cent 
downpayment and willing to finance mortgage payments at 28 
per cent of income could afford to purchase a house worth 
$270,000. This is roughly the same as the median price of 
newly constructed detached housing, and 13 per cent higher 
than the median price of single detached units on the resale 
market. 

Among the renter households, CMHC has estimated that at 
the end of 1990, approximately 13 per cent of family 
households could afford to purchase a starter home in Toronto. 
This is a significant increase over the 8.7 per cent who could 
do so at the middle of 1990 and reflects the drop in MLS house 
prices and interest rates that have occurred in the latter half of 
the year. With interest rates expected to fall even further, but 
house prices to remain flat, this percentage should increase 
slightly in 1991, so that by the end of the year, 16 per cent of 
renter families should be able to afford homeownership. This 
improvement in the affordability for first time purchasers will, 
in turn, enable the expansion of the move-up market as well. 


For further information on the Toronto Housing Market, please 
call Irwin Lithwick at (416) 781-2451. 


Canada Mortgage and Housing Corporation 


650 Lawrence Avenue West 
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Synopsis 
e The Toronto housing market has slowed 


considerably, as mortgage rates have increased 
sharply from a year ago. 


e Two key factors promise improvement for the second 
half of the year - an expanding recovery of job 
creation and the prospect of lower mortgage rates. 


e For all of 1995, sales of new homes will fall by 17% 
from 1994, to 14,000. Housing starts will total 16,200, 
12% lower than in 1994. 


e First-time buyers still present the greatest 
opportunities to builders. 


Finally - economic recovery! 


After 5 years of weakness, Toronto’s economy started to cre- 
ate jobs in the second half of 1994. Statistics Canada reports that 
the Toronto Census Metropolitan Area lost 176,000 jobs during 
the recession, or 8.1% of all jobs. (Readers might be aware of 
previous estimates showing that more than 200,000 jobs - 10% 
of the total - were lost during the recession. This estimate was re- 
vised on February Ist.) In the past seven months, 74,000 jobs 
have been created in Toronto. A recovery is underway, but em- 
ployment is still almost 100,000 below the pre-recession level. 

For all of Canada, the recovery arrived sooner and has been 
much stronger. In the rest of Canada, excluding Toronto, 
290,000 jobs were lost during the recession. All of those jobs 
have been recovered and 300,000 more have been added. 


The national recovery has been driven mainly by increasing 
exports. It has benefited those areas of the country where the lo- 
cal economies are based on natural resources or manufacturing. 
This includes the westernmost provinces and southwestern On- 
tario. The Toronto economy, on the other hand, depends more 
on service industries. These sectors have been going through re- 
structuring: little or no jobs are being created in services. 


Toronto’s recent recovery has resulted from three events. In- 
terest rates have been lower than long-term averages - especially 
at the beginning of 1994. This means that consumers’ debt serv- 
ice costs have fallen. Consumers now have more discretionary 
income than in the past and are increasing their spending, creat- 
ing jobs in the retail sector. Lower interest rates also resulted in 
strong new home sales during 1994, creating jobs in construc- 


TORONTO 
BUILDERS’ FORECAST 


Spring 1995 


tion. Finally, there has been stronger investment in Toronto’s 
manufacturing sector, generating more jobs. 


Job growth forecast 


All indicators show that the Toronto economy remains 
weaker than it was before the recession. But, it is reasonable to 
expect 50,000 to 60,000 new jobs in 1995. This will be a bit 
weaker than the national rate of growth, because service indus- 
tries will continue to lag behind goods-producing industries. 


Percentage of Adults with Jobs 
Toronto versus Canada 


— Canada + Toronto CMA 


Source: Statistics Canada and CMHC forecast 


It is enlightening to compare the Toronto and Canadian 
economies by looking at the percentages of adults who have jobs 
(the employment:population ratio). During the 1980’s, Toronto’s 
ratio was normally about eight percentage points above the rate 
for all of Canada. The gap has been reduced. Toronto’s advan- 
tage is now only two percentage points. During the 1980's, 
Toronto’s very strong job market made it a powerful magnet for 
job-seekers, resulting in high levels of in-migration. Housing de- 
mand was very strong, to accommodate the expanding popula- 
tion. Because of the weak economy, net migration has fallen. 
Between 1986 to 1991, an average of 33,400 households were 
formed per year. Household formation has slowed, to 18,000 in 
1994 and 20,000 in 1995. The slowdown has been due to re- 
duced population growth and increased unemployment. Housing 
costs have also discouraged household formation. 
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Interest rates 


The key factor in the mortgage rate outlook is the strong mo- 
mentum of the U.S. economy. Higher U.S. rates are needed to 
stem inflationary pressures and Canadian rates are following. 
U.S. economic growth is expected to slow during the second 
half of 1995, and inflationary pressures will ease. There will be 
scope for Canadian mortgage rates to fall later in 1995. The one- 
year rate is expected to decline to around 8.50-9.00% by year 
end, while the five-year rate is forecast to fall to 9.25-9.75%. 


The evolving housing market 


The factors that drive Toronto's housing market change over 
the years. It appears that the market is starting a new evolution. 

During the second half of the 1980’s the key factor in the 
housing market was very rapid job creation, which stimulated 
movement into the area, a growing population, and strong house- 
hold formation. Housing affordability was poor and a deterrent 
to homebuying, but the sheer weight of population growth re- 
sulted in record levels of home sales. 


In contrast, in the first half of the 1990’s, a weak economy re- 
sulted in slow population growth. Meanwhile, the cost of buying 
a home fell, due to reductions in house prices and falling interest 
rates. Household formation was slow, but affordability condi- 
tions allowed thousands of renters to shift to homeownership. 

Affordability reached its peak level in January 1994, when 
38% of prime-buying-age renters could afford to buy. Currently, 
about 20% of renters can afford to buy. With interest rates ex- 
pected to fall later this year, affordability will improve to around 
25% in the second half of the year. 


Percentage of Toronto Renters 
Who Can Afford to Buy 


@i Jan-June July-Dec 


Source: CMHC 


In the next few years, the background for the Toronto hous- 
ing market will be moderate rates of: job growth, population 
growth, and housing affordability. This combination offers the 
promise of reduced volatility. We won’t see the highs of the late 
1980’s boom, or the crash of the early 1990’s. There will be nor- 
mal seasonal variations - a repeating pattern of strength in 
spring, followed by weakness in late fall and early winter. We 
will have short-term cycles as interest rates change or the econ- 
omy changes pace. But, the changes will be less dramatic than 
the wild swings that have marked the last ten years. 


Resales set the pace 


Experience shows that the most important factor affecting 
new home sales is the state of the resale market. New sales are 
strongest when the resale market is tight, as indicated by a high 


sales-to-listings ratio. When the listings-ratio nses, buyers have 
fewer choices in the resale market, and they have less ability to 
bargain on price. In fact, when the ratio is quite high (above 
30%), prices tend to rise in the resale market, which gives buy- 
ers added incentive to look at new homes. But, when the ratio is 
low (below 18-20%), prices of resales tend to fall, which discour- 
ages buyers from choosing new homes. The following graph 
shows the relationship. The number of new home sales (shown 
as a bar) was pushed up during 1985-88 by a very high listings- 
ratio (shown as a line). During the 1990’s, a low ratio has re- 
sulted in slower sales. In 1994, however, the resale market 
tightened, allowing builders to increase sales. In the long-term, 
each | percentage point increase in the sales-to-listings ratio re- 
sults in about 700-800 additional new home sales per year. 


New Home Sales Influenced by 
State of Resale market 


S:L Ratlo New Home Sales (1000’s) 


—S:L Ratio EJ New Sales 


Source: GTHBA/TREB/CMHC 


During the 1990’s, there have been three periods of signifi- 
cant reductions in mortgage interest rates. Each of these pro- 
duced an improvement in affordability. There have been three 
strong waves of home sales through MLS . Most recently, inter- 
est rates have increased sharply and sales of existing homes have 
weakened. This has dropped the critical listings-ratio to below 
20%. In a soft resale market, prices have also weakened. 


New homes follow 


The Toronto housing market was especially buoyant in the 
first half of 1994, as buyers took advantage of low mortgage 
rates. Resales and new home sales slowed in the second half of 
the year, as higher rates reduced affordability. For the entire 
year, new home sales reached 16,920, 50% more than in 1993. 

CMHC estimates that the housing market peaked in April: the 
resale market sales-to-listings ratio reached 36.5% (seasonally- 
adjusted) and the average MLS price had increased by $17,000 
in just five months. Under these favourable conditions, new 
home sales hit a seasonally-adjusted annual rate (SAAR) of 
22,500. During the second half of the year, the market slowed. 
The listings-ratio was just above 20% and prices were settling. 
This effect spilled into the new homes market and reduced new 
sales to an annual rate of 16,000. By late 1994/early 1995, there 
has been further weakening. With the sales-to-listings ratio be- 
low 20%, builders are competing in a more difficult market and 
new sales have been in the neighbourhood of 11,000 units. 

Due to high interest rates and reduced affordability, the mar- 
ket will be weak this spring. The second half will be stronger, as 
interest rates are expected to fall and job growth is continuing. 


: Multiple Listing Service (MLS) is a registered certification 
mark owned by the Canadian Real Estate Association. 


For all of 1995, the listings-ratio will average 21%, down from 
27% in 1994. New home sales are forecast at 14,000 for 1995, 
including 9,500 freehold units and 4,500 condominiums. 


First-timers lead the market 


So far during the 1990’s, Toronto’s housing market has been 
dominated by first time-buyers. In the last five years, 60% of all 
homebuyers in Toronto have been first-timers. A normal rate 
would be 40%. At the beginning of 1994, homeownership was 
accessible at an income of $40,000. At today’s mortgage rates, 
$50,000 is required. But, this is still much better than five years 
ago, when the required income was $75,000 to $80,000. This 
has made homeownership accessible for thousands of renters, in- 
cluding many who are at fairly late stages in their working lives. 
In our mortgage insurance business, CMHC is finding that one- 
quarter of first-time buyers in Toronto are 40 or more years old. 

Today, there is a sizeable pool of renters of all ages who 
could potentially become homeowners. Many are staying in rent- 
als by choice, but there are many others who are not aware that 
they can now afford to buy. 

Industry faces a challenge to alert renters to the possibility of 
homeownership. The greatest opportunity in the market is to cre- 
ate products that meet the needs of low income buyers, and to 
provide features that are not available in the resale market. 


Price Sensitivity 


The median house price for first ime buyers in Toronto is 
about $150,000 (50% of buyers pay less than this). Another 25 
to 30% of first-timers pay $150,000 to $175,000. This price sen- 
Sitivity explains why builders are having increasing success with 
small single-detached homes from $160,000 and up, semis from 
$140,000, and town-homes from $120,000. 

Move-up demand, on the other hand, has been weak. Poten- 
tial move-up buyers are hesitant to take on larger mortgages, be- 
cause of uncertainty about jobs and because there is no urgency 
to buy. This has reduced demand for upper end singles, as the 
following graphic shows. Meanwhile, sales have grown for mod- 
est product. In 1994, the average price of an absorbed single was 
$291,596, down from $307,244 in 1993 and $322,677 in 1992. 
For 1995, the average price is expected to increase slightly, to 
$295,000, as there will be a modest pick-up in move-up buying. 


New Home Buyers Choose Modestly Priced 
Single Detached Home - Units Absorbed 
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Source: CMHC. 


Condo apartments buoyant 


There are at least two major segments in the market for condo 
apartments. One is the off-shore buyer, who is primarily con- 


cemed with high quality. The other is renters, who want owner- 
ship options that are cost-competitive with renting, but offer the 
same life-style. A number of builders have found success in this 
segment, with low-amenity projects that offer low monthly costs 
in good locations. These projects have the potential to shift thou- 
sands of renters into homeownership in the coming years. The re- 
cent success of conversion projects demonstrates the potential. 


Housing starts follow sales 


For most new homes, an actual “housing start” occurs 3 to 9 
months after the sale. Because sales have slowed in recent 
months, starts will also slow in the near future. The greatest 
slowdown in sales has been for freehold homes, especially sin- 
gle-detached homes. Thus, single-detached starts will fall by 
more than 20% this year. But, condo sales were quite strong dur- 
ing late 1994 and into early 1995. Therefore, condo starts will in- 
crease this year, for both apartments and town-homes. 

Starts of homeownership units will fall by 15% to 13,500 this 
year, from 15,897 in 1994. These starts will be slightly less than 
new home sales (14,000) because some of the sales will be from 
standing inventory, or will be in conversion projects, which are 
not counted as new construction. Rental starts will increase mod- 
estly (6%), due to an anticipated increase in assisted housing ac- 
tivity. 

In total, housing starts will reach only 16,200 units, down 
12% from 1994. 


Variation across the market 


Benefitting from a good supply of available land and estab- 
lished transportation links, western areas of the Toronto CMA 
continue to experience the greatest activity. Peel and Halton Re- 
gions accounted for 40% of all Toronto CMA housing starts in 
1993. York Region experienced a one-third increase in 1994, 
based on a surge in sales for freehold housing options. With 
first-time homebuyers continuing to dominate the market, and 
with ample land supplies, the western portion of the CMA will 
continue to lead in 1995. 


Land supply adequate 


Governments at the federal, provincial, and municipal level 
have joined forces to survey the supply of residential land in the 
Greater Toronto Area. At the start of 1994, 205,000 lots were on- 
stream for short-term and medium-term availability. This in- 
cludes 62,400 lots for single-detached homes and 142,600 for 
multiple unit structures. Depending on how strong demand is in 
future, this supply is adequate to meet market needs for 3 to 8 
years for singles, 3 to 6 years for semi-detached homes, 10 to 21 
years for apartments, and 7 to 12 years for other multiples. 

The 1995 survey is now underway. The report should be 
available early this summer. For additional information, please 
contact CMHC’s Toronto Branch Market Analysis Department. 


Rental market tightens 


In the Toronto CMA, the vacancy rate peaked in October 
1992, at 2.2%. It fell to 1.2% by October 1994. As more jobs are 
created and migration increases, demand for rentals will expand 
further in the coming years. Meanwhile, new supply is slowing. 
During 1995, the apartment vacancy rate will fall further, reach- 
ing 0.7% by October. This reduction in the vacancy rate will re- 
sult in faster rent increases, at 2% in 1995. 


Forecast Summary Toronto Market 
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* Forecast by CMHC 


1 Multiple Listing Service is a registered certification mark owned by the Canadian Real Estate Association. 
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15,637 
11,479 
8,037 
2,644 
798 


291 
3,867 


357 
222 


oD 
15702 
$307,244 


38,990 
$206,490 
21.4% 


2.0% 
$773 


2,038,000 
16,000 
2,000 
31.6% 


1994 


18,443 
15,897 
10,811 
3,754 
1332 


47 
2,499 
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1,456 


768 
1,503 
$291,596 


44 237 
$208,921 
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1.2% 
$784 


2,067,000 
18,000 
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1995* 


16,200 
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3,400 
1,600 


50 
2,650 


25 
1,300 


750 
1,450 
$295,000 


38,000 
$204,000 
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0.7% 
$800 


2,140,000 
20,000 
37,000 
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2 For consistency with sales data, listings are for “single-family residential” from page 3B of The Toronto Real Estate Board’s “Market Watch” 


report. 


3 Canadian Housing Markets; assumptions: Average starter home price, 10% down-payment, 32% GDS, 3 year mortgage rate. 


Consumer preferences - get the inside edge 


“Consumer Housing Preferences in the 1990s” is an in-depth 
study of Canada’s owners and renters. Based on a survey of 
2,460 households across Canada, it looks at topics such as most- 
liked and disliked house features, the likelihood of buying a new 
or resale home, preferred mortgage features, and more than 40 
other topics. 

Insightful analysis is presented for each province, with spot- 
lights on Toronto, Montreal, and Vancouver. To provide a com- 
plete picture, the homebuying market is sliced into four distinct 
segments: Baby Boomers, Pre-Boomers, Empty Nesters, and 
Generation X. 


Canada Mortgage and Housing Corporation 


The report costs $149.95. Or get the report and an easy to use 


WindowsTM compatible 3.5" diskette, for $199.95. 


The package comes with a 21-day money back guarantee. 
Call 1-800-304-8736 to order it, or call us at 416-789-8708 to ar- 
range a preview. 


For further information on anything in this report, please call 
Willard Dunning, Senior Market Analyst, CMHC Toronto 


Branch at (416) 789-8709. 


650 Lawrence Avenue West 
Toronto, Ontario 
M6A 1B2 
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Synopsis 


Following a boisterous spring, the Toronto real estate 
market has slowed considerabiy. This is causing a 
corresponding reduction of new home sales. 


First-time buyers still provide the greatest 
Opportunities for builders. Despite increased 
mortgage rates, affordability is a strong positive. 


Toronto is on the verge of economic recovery - finally 
- but job growth will have only a marginal impact on 
the housing market during the next year and a half. 


e The key factor in the market is a clouded outlook for 
mortgage rates. Lower rates will boost sales later in 
1995. 


Lingering effects of recession 


The recession of 1990 was over long ago, as far as Canada is 
concemed. The Toronto area, however, has been slow to join in 
the recovery. In the rest of Canada, excluding the Toronto Cen- 
sus Metropolitan Area (CMA), almost 300,000 jobs have been 
created during the past year. The national recovery is becoming 
broadly based, with activity expanding across a wide section of 
the economy. In Toronto, 200,000 jobs were lost during the re- 
cession - 10% of the total. There has not yet been any recovery 
of jobs. In the rest of Canada, by comparison, 3% of jobs were 
lost during the recession - all of those losses have been regained, 
and an additional 2% have been added. 

It is enlightening to compare the Toronto and Canadian 
economies by looking at the percentages of adults who have jobs 
(the employment:population ratio). During the 1980’s, Toronto’s 
ratio was normally about eight percentage points above the rate 
for all of Canada. The gap has been steadily closing, and 
Toronto’s advantage is now only one percentage point. During 
the 1980’s, Toronto’s very strong job market made it a powerful 
magnet for job-seekers, resulting in high levels of in-migration, 
rapid population growth, and accelerated household formation. 
Because of the weak economy, net migration is now only about 
one-half of the level seen during the late 1980’s. Between 1986 
to 1991, an average of 33,400 households were formed per year. 
Household formation has slowed, to a forecast of 18,000 in 1994 
and 20,000 in 1995. 
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Percentage of Adults with Jobs 
Toronto versus Canada 


~~ Canada + Toronto CMA 
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Source: Statistics Canada and CMHC forecast. 


The turning point 


The first convincing signs of an economic tuming point are 
now being seen in Toronto. Consumer spending, on a per person 
basis, adjusted for inflation, fell by 19% during the recession. 
This key indicator has picked up recently, increasing by 4% in 
just the first half of 1994. For all of 1994, it is forecast to in- 
crease by 5%, followed by at least 2% next year. 

In the construction industry, data on building permits indicate 
that activity in the Toronto CMA fell by 60% during the reces- 
sion. The trend stabilized at the beginning of this year and is 
starting to pick up, led by housing and construction of industrial 
facilities. 

A third positive factor is increasing strength in the manufac- 
turing sector. For each of these three major industries - retail 
trade, construction, and manufacturing - we can reasonably ex- 
pect to see modest rates of job creation during the 1994-95 fore- 
cast period. On the other hand, on-going restructuring, especially 
in very large organizations in business and government, will 
hold back employment. Overall, the total number of jobs will in- 
crease from 1.75 million in August 1994 to 1.78 million in De- 
cember 1995. This increase of 30,000 is a relatively weak 
growth rate. It will provide only limited stimulus to the housing 
market. 
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Interest rates 


In recent weeks, Canadian interest rates have declined moder- 
ately. However, concerns about inflation in the U.S. and Europe 
are limiting the potential for larger reductions. Consequently, Ca- 
nadian mortgage rates are likely to remain around current levels 
or rise slightly until year end. During 1995 the U.S. economy 
will slow and inflationary pressures will ease. There will be 
scope for Canadian mortgage rates to fall next year. For the end 
of 1995, the one-year mortgage rate is forecast at 7.5%, with the 
five-year rate at 9%. There is some risk that inflation in the U.S. 
and Europe could be more persistent than expected, which 
would result in higher rates. 


Affordability still a plus 


Although interest rates have increased, affordability is still 
better than it was during the late 1980’s. The percentage of 
Toronto renters who can afford to buy (22%) is now three times 
the level seen during 1989 and 1990 (7%). However, affordabil- 
ity has dropped from the record high rate of 32.8% recorded in 
the first half of this year. As interest rates ease during 1995, af- 
fordability will recover to 27.5% in the second half of the year. 


Percentage of Renters 
Who Can Afford to Buy 


Jan-June July-Dec 


Source: CMHC. 


So far during the 1990’s, Toronto’s housing market has been 
dominated by first time-buyers. First-timers were largely locked- 
out of the market during the boom (1985-89), by escalating 
house prices and rising interest rates. Since the peak, house 
prices have fallen by 25-30% and interest rates have tumbled. At 
the beginning of 1994, homeownership was accessible at an in- 
come of $40,000. At today’s mortgage rates, slightly more in- 
come is required - $45,000. In 1993 there were 125,000 renter 
households in the Toronto CMA who were in the 25 to 44 age 
group and who had incomes of more than $45,000. Since then, 
this number has been reduced by strong home-buying. There are 
likely about 100,000 renters in the prime home-buying age who 
can afford to buy at present. Not all of these renters will become 
owners, due to life-style preferences or uncertainty, but at the 
current level of affordability, strong first-time buying activity 
can continue for some time. 


Resales set the pace 


Experience shows that the most important factor affecting 
new home sales is the state of the resale market. In particular, 
new home sales are strongest when the resale market is tight, 
and the sales-to-listings ratio is high. When the ratio rises, buy- 
ers have fewer choices in the resale market, and they also have 


less ability to bargain on price. When the ratio is quite high 
(above 30%), prices tend to rise in the resale market, which 
gives buyers added incentive to look at new homes. But, when 
the ratio is low (below 18-20%), prices of resales tend to fall, 
which discourages buyers from choosing new homes. The fol- 
lowing graphic shows that the number of new home sales 
(shown as bars) was pushed up during 1985-88 by a very high 
sales-to-listings ratio (shown as a line). During the 1990’s, a low 
ratio has resulted in much slower sales. In early 1994, however, 
the resale market tightened and builders increased sales. In the 
long-term, each 1 percentage point increase in the sales-to-list- 
ings ratio results in about 700-800 additional new home sales 
per year. 


New Home Sales Influenced by 
State of Resale market 
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Source: Toronto Real Estate Board/Brethour Research. 


A brief discussion of the resale market and its outlook is 
needed, to set the stage for the forecast of new homes activity. 

During the 1990’s, there have been three periods of signifi- 
cant reductions in mortgage interest rates. Each of these pro- 
duced a strong wave of home sales through MLS!. The first two 
waves ended abruptly when the rate reductions ceased. The third 
wave actually gathered strength - for a time - as rates increased 
in early 1994. 

Early in 1994 interest rates reached thirty year lows, and af- 
fordability was at the best levels since the early 1970's. But, in- 
terest rates increased sharply last spring. For example, the 
five-year mortgage rate increased from 7.25% in January/Febru- 
ary to 10.75% in June/July. Sensing that the interest rate cycle 
had reached bottom, consumers accelerated their home-buying 
decisions during February to June, to take advantage of pre-ap- 
proved mortgages. Home sales were above the level that is justi- 
fied by economic fundamentals. The market "borrowed" activity 
from the second half of the year. And, the sales trend is now 
showing a marked deceieration. 


New homes follow 


The new homes market has been affected in the same way. 
As aresult, 1994 sales will reach 15,200 units, 35% more than in 
1993, and the highest level since 1989. The 1994 total will in- 
clude 10,200 freehold units and 5,000 condos. The greatest 
strength was during the spring. During the late summer, the sales 
trend has slowed. CMHC estimates that the market peaked in 
April: the resale market sales-to-listings ratio reached 36.5% 
(seasonally -adjusted), the average MLS price increased by 
$17,000 in just five months, and new home sales hit a seasonally- 
adjusted annual rate (SAAR) of 22.500. As of August, the sales- 


Multiple Listing Service (MLS) is a registered certification 
mark owned by the Canadian Real Estate Association. 


to-listings ratio reached 22.7% (SA), and is still falling. New 
home sales have fallen to 16,800 (SAAR) in August. 

Both resales and new homes activity slowed between April 
and August. But, the reduction for new homes (-25%) was less 
than for resales (-31%). Some builders have identified niches, 
for products that are not well-supplied in the existing inventory. 
Builders have found success with low-cost attached housing op- 
tions (semi-detached homes, typically from $140,000, and town- 
homes priced from $120,000). Amenity-free, low-rise 
condominiums and stacked town-homes are also an attractive op- 
tion, due to their modest prices ($100,000 and up), low monthly 
common charges, and central locations. Builders are also offer- 
ing more low-end single-detached homes, priced from $160,000 
and up. Because affordability has been reduced in recent 
months, many buyers are reducing their expectations. This is fur- 
ther expanding opportunities for well-priced starter options. In 
the remainder of 1994 and 1995, attached homes will take an in- 
creasing share of the market. 

During late 1994/early 1995, the resale market will be over- 
supplied. With the sales-to-listings ratio at or below 20%, and 
prices under downward pressure, builders will be competing in a 
more difficult market. As 1995 progresses, the resale market will 
move back towards balance, as modest job creation and lower 
mortgage rates boost demand. For all of 1995, the sales-to-list- 
ings ratio will average 22%, down from 27% in 1994. New 
home sales are forecast at 13,200 for 1995, including 9,200 free- 
hold units and 4,000 condos. Counter to 1994, sales will be 
weak in the first half and gather strength in the second half. 

Builders report that costs are increasing. Due to slower de- 
mand, with downward price pressure in the resale market, build- 
ers will have difficulty passing on the cost increases. 


First-timers lead the market 


Due to improved affordability , great opportunities also exist 
for the move-up buyer. But, unlike the first-time buyer market, 
the move-up market in Toronto has been weak. Potential move- 
up buyers are hesitant to take on the larger mortgages that would 
be associated with moving-up, because of uncertainty about jobs 
and because they sense that there is no urgency to buy. House 
values are not expected to increase in 1995 and interest rates are 
expected to remain affordable. We are now seeing signs of im- 
proving consumer confidence. Move-up buyers will become 
more willing to act on opportunity and a small recovery of move- 
up activity will gradually gather steam during 1995. 

During 1995, however, the greatest opportunities will be in 
the first-time buyers’ market. The greatest sales growth this year 


New Home Buyers Choose Modestly Priced 
Single Detached Home - Units Absorbed 
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has been for modest product. For the first eight months of 1995, 
the average price of an absorbed single has been $297,000, 
down from $307,244 in 1993 and $322,677 in 1992. This reduc- 
tion is mainly due to a shift in what is selling. During January to 
August 1994, 50% of new singles have sold for less than 
$250,000, compared to 46% in 1993 and 38% in 1992. The aver- 
age price will continue to decline during the coming months, be- 
cause of expanding sales at the low end of the price range. 


Housing starts follow sales 


For most new homes, an actual "housing start" occurs 4 to 9 
months after the sale. Because sales picked up early this year, 
construction levels are now increasing. Starts of freehold homes 
are rising most rapidly. On the other hand, condo construction 
has lagged. During January to August there were 3,666 sales of 
new condos but only 998 starts. A majority of condo sales are be- 
ing made from standing inventory. However, condo inventories 
are being depleted and more of the sales are now pre-sales. 
These will lead to starts in 1995. During 1995, freehold starts 
wiil begin to tail-off, reflecting lower sales levels in late 1994. 

Starts of homeownership units will reach 14,700 this year, 
28% more than in 1993, but will slip to 14,100 in 1995. 

The construction of rental units will fall by 30% to 2,900 
units this year. Starts will slow in both the private and assisted 
rental markets. They will increase slightly next year. 

In total, starts in the Toronto CMA will reach 17,600 in 1994, 
13% ahead of last year. A modest slowdown will follow in 1995, 
to 17,100 units. The reduction in starts will be less steep than the 
sales reduction, because condo construction will improve. 


Land supply adequate 


Govemments at the federal, provincial, and municipal levels 
have joined forces to survey the supply of residential land in the 
Greater Toronto Area. At the beginning of this year, 232,000 
lots were on-stream for short-term and medium-term availabil- 
ity. This includes 68,000 lots for single-detached homes and 
164,000 for multiple unit structures. Depending on how strong 
demand is in future, this supply is adequate to meet market 
needs for 6.7 to 12.6 years. Additional information is available 
from CMHC’s Toronto Branch Market Analysis Department. 


Renovations ready for improvements 


The value of renovations fell sharply during the recession. 
The trough was reached in 1993, 42% below the 1989 peak. Dur- 
ing the first half of 1994, renovation spending has been much im- 
proved, as increased consumer confidence is creating more 
willingness to spend on housing. For 1994, renovation spending 
is on track to reach $210-$220 million, compared to $188 mil- 
lion last year. For 1995, forecast spending is $225 million. 


Rental vacancy rate to fall 


In the Toronto CMA, the vacancy rate peaked in October 
1993, at 2.2%. It has fallen gradually, to 1.8% as of April 1994. 
The demand for rental housing has been limited, by a combina- 
tion of strong movement towards homeownership, high unem- 
ployment among younger age groups, and reduced in-migration. 
New supply has also been added, mainly in the assisted sector. 
Factors are now shifting in favour of stronger demand: higher in- 
terest rates are reducing home-buying and expanding employ- 
ment will result in more household formation by young people. 
New supply is also slowing. During 1995, the vacancy rate will 
fall more rapidly, reaching 1.4% by October 1995. 


Forecast Summary Toronto Market 


1993 1994* 1995* 
New Home Market 
Total Starts ijt cet tatiana ents eRe eg 15,637 17,600 17,100 
Homeownership Starts .ac ic veon ct cee eee. eee 11,479 14,700 14,100 
Single-Detached taste enoce Satie em. eee 8,037 10,400 9,000 
Semi-Detached/ROW2< 65,0. 40 wae ee ee eee 2,644 3,600 3,400 
Apartment. Condos. cee eee een). ae 798 700 1,700 
Rental Starts 
Private-Rentalsc2 55 on irs ec hee Be ean ae es ee 291 100 200 
ASSISTED RED IAl ete tet cer trio fete nee he isc sc « 3,867 2,800 2,800 
Completed and Unoccupied Units-December 
Single-Detached 5.2. se71 teat open ae ee Ree orden s occas 357 300 250 
gM Fl teen er pees ce whe oe 7 ee ee on his it OE of 2122 1,500 1,400 
Average Monthly Absorption Rate 
Single-Detached see vice tener ve iden oe ereeae ere ala A 2... eee 732 730 800 
96 02) Be tre kT Wit a eres Soe eS COR SOREN RY. 5% 1,489 1,500 1,450 
Average Price New Absorbed Single... 2 ose ess ok ois» oe $307,244 $295,00 $290,000 
Renter Households That Can Afford 
to Buy (July-December)! ae AU ake ae eu ate heute. Sess Oc) ct +o 31.6% 22.0% 27.5% 
Existing House Market 
MUS *Salestety, oNeta ere eRar than eka dee, ee 38,990 44,000 40,000 
Average MLS Pricesaine. . irae ato se eee ogee 6 3s See $206,490 $208,000 $206,000 
Rental Market 
Vacancy. Rate (Oi) ere ee teeta tec ete ote etree ete ape: 0. See 2.0% 1.7% 1.4% 
Average Rent,7 Bedroom(Oct). ince See ea + «so oe $773 $790 $805 
Forecasting Assumptions 
Mortgage: Rate: 3.) car meyer eet sos 0% oa. «0 eee 8.10% 9.25% 9.40% 
Employment (Average) es. oe tenes oe arene oP os wo ee 1,772,000 1,760,000 1,780,000 
Household Formations se vere ae oie cee nats ces fs eee 16,000 18,000 20,000 
NEEMigration =... cs, sie eects oc. lee aes ee 20,000 24,000 30,000 


Sources: Toronto Real Estate Board, Statistics Canada, and CMHC. 
* Forecast by CMHC 


1 Canadian Housing Markets, third quarter 1994; assumptions: Average starter home price, 10% down-payment, 32% GDS, 3 year mortgage rate. 


2 Multiple Listing Service is a registered certification mark owned by the Canadian Real Estate Association. 


CMHC’s first annual housing conference 


How many times have you wrestled with the complexity of 
Toronto’s housing market, trying to see the big picture in a myr- 
iad of details? To anticipate changes and capitalize on opportuni- 
ties, you need to know how the market is affected by factors like 
employment growth, changes in the economy, migration, and de- 
mand from first-time and move-up buyers. But, you don’t al- 
ways have the time to conduct your own detailed analysis. 
That’s why CMHC is offering a one-day Housing Outlook Con- 
ference in Toronto, on Tuesday, November 22nd. 

The panel of experts will cover topics such as consumers’ 
housing preferences in the 1990’s, the impact of demographic 


change on long-term housing demands, changing characteristics 
of the mortgage market, and the economic and housing market 
outlooks for Canada, Ontario, and Toronto. 

The fee for this content-packed conference is $175 plus GST. 
Book early, by October 15th, and the fee is reduced to $125 plus 
GST. Fees include lunch and all conference materials. 


For further information on anything in this report, please call 
Willard Dunning, Senior Market Analyst, CMHC Toronto 
Branch at (416) 789-8709. 


Canada Mortgage and Housing Corporation 
650 Lawrence Avenue West 
Toronto, Ontario 
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Highlights 


- Toronto’s economy will slow down as a result of slowing employment creation and 
declining inter-provincial migration, although international immigration will remain 
strong. 


- Housing starts are expected to decline 19 percent reflecting the slowing economy. 
* New home sales are expected to increase 10 percent in 1990. 
* New condominium prices should decline as a result of an oversupply of units. 


- The median price of a resale single detached unit is expected to rise by 5 percent to 
$295,000 in 1990. 


- The rental market has eased slightly but remains one of the tightest in Canada. 
- Renovation activity is expected to increase about 5 percent. 


- As interest rates fall, housing should become more affordable. 


A Soft Landing for Toronto immigration is likely to increase in 1990 to 92,000. 


Assuming 60 percent of these immigrants come to Toronto, 

The economy of Toronto is expected to level offin 1990 —_ and that the average number of persons per household is 
after six years of employment growth. Since April 1983, 3.0, this immigration will result in 18,000 additional 
total employment has grown by 395,000, with 49,000 of — households in 1990. 
these jobs being created in 1989. Most of the jobs created 
in 1989 were in the service sector, although on a ae 
proportional basis the rate of growth was highest in the GROWTH IN EMPLOYMENT 
public service and construction sectors, while employment TORONTO CMA 
in the trade sector actually declined. As a result of the 
anticipated economic slowdown in both the United States 
and Canada, a decline in automobile sales, and falling retail 
sales, only 27,000 new jobs are likely to be created in 
Toronto in 1990, the lowest increase since 1983. 


Interprovincial migration figures show a loss to Ontario 
of 3,000 in the first nine months of 1989. This compares to 
positive interprovincial migration figures of 11,000 in 1988 
and 38,000 in 1987. However, net immigration from other q 
countries remains strong. During 1989, net immigration to ‘81 ‘82 '83 '84 '85 ‘86 '87 '88 '89 ‘90° 
Ontario will total 79,000, compared to 68,000 in 1988. 


: : . : . SOURCE: Statistics Canada 
With recent liberalization in Eastern Europe, total net “Forecast by CMHC. 
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As a result of slowing employment creation, declining 
interprovincial migration but growing international 
migration, a slight rise in the unemployment rate is 
expected in Toronto. The unemployment rate, which stood 
at 3.1 percent in October 1988, rose to 4.1 percent by 
November 1989, and is expected to rise to 4.6 percent by 
November 1990. 


Mortgage Rates to Ease 


In 1989, mortgage interest rates averaged 12.85 percent 
for a one-year term and 12.06 percent for a five-year term. 
After remaining largely unchanged throughout the second 
half of 1989, one-year mortgage rates at major banks and 
trust companies declined by a half of a percent and then 
increased three quarters of a percentage point in the first 
quarter of 1990. 


Most forecasters expect a moderate decline in interest 
rates throughout the year. One-year rates are expected to 
decline by approximately one percentage point. Five-year 
mortgage rates are forecast to edge down in line with 
easing inflation and market rates but the decline could be 
moderated by inflationary expectations. The higher value 
of the dollar and recent increases in the Japanese and 
German interest rates could also limit this decline. 


Housing Starts to Decline 


Housing starts, which numbered 35,184 in 1989 are 
expected to decline by 19 percent in 1990 to a level of 
28,450. The number of single starts is expected to fall from 
16,529 units in 1989 to 12,000 units in 1990, while 
condominium apartment starts should fall from 12,382 to 
7,250 units. Only a slight decline in owner-occupied row 


housing, from 1,658 to 1,600 units is expected as builders 
seek to satisfy the demand for affordable family housing. 
There will be a significant increase in the number of 
assisted rental starts as projects approved by the federal and 
provincial governments begin construction. 
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In 1989, 38 percent of the starts of single detached units 
occurred in York Region, up from 35 percent the previous 
year. In Pickering, starts of singles fell by 68 percent. Fifty 
percent of the multiple unit starts took place in 
Metropolitan Toronto, the same proportion as in 1988. 
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House Prices to Increase Slightly 


The median price of newly completed detached single 
family homes was $320,000 in the last quarter of 1989, up 
40 percent from the $229,000 recorded in the last quarter of 
1988, according to statistics from CMHC’s Starts and 


Completions Survey. Eighteen percent of newly completed 
single detached units had a price below $200,000, while 14 
percent were sold at a price above $500,000. In contrast to 
CMHC statistics, which record the price at the time of 
completion, the Toronto Home Builders’ Association 
record prices at the point of sale, which is usually prior to 
construction. They reported a 35 percent increase in the 
average price of new detached homes from October 1988 
to October 1989. 


ABSORPTION BY PRICE RANGE 
1989 SINGLE DETACHED UNITS 
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Prices for single detached units are expected to flatten 
out in 1990, in response to declining demand and an 
increase in the construction of lower priced, more 
affordable housing. The median price for a completed 
single detached unit is forecast to rise moderately to 
$335,000 in 1990. 


Sales of new homes, according to the Toronto Home 
Builders’ Association, declined sharply in the middle of 
1989, but have since begun to increase modestly. During all 
of 1989, new home sales totalled 15,395 units, compared to 
33,983 in 1988. For 1990, total sales are expected to 
number 17,600, representing a 10 percent increase from the 
very low figure in 1989. 


Sales of new condominiums declined from a high of 
1,661 in October 1988 to 226 units in August 1989, and 
then increased to over 400 in October. Starts should remain 
level into the spring of 1990, as a large number of projects 
are still in the pre-selling phase. Once construction begins 
on the current inventory of pre-sold units, starts of 
condominium projects will decline. As a result of the large 
supply of new units, prices should decline by 10 percent, in 
addition to which many builders will offer special 
incentives in order to sell out projects. 


Land Supply 


Land prices have remained relatively stable since the 
spring of 1989. Many landholders are waiting until the 
strength of the spring building season is known before 
deciding on the extent to which they will release land, and 
the price at which it will be released. 


Land supply for single family housing is expected to be 
adequate to meet 1990 requirements, though limits on 
sewage capacity will increasingly constrain the supply of 
land. With a potential surplus of condominium units, the 
price of land zoned for high rise development will likely 
fall in 1990. As a result of municipal development charges 
permitted under Bill 20, lot prices for singles will likely 
increase, but only in 1991. 


Resale Prices 


The price of resale housing, according to the Toronto 
Real Estate Board, has remained relatively flat since 
February 1989, as the median price for a single detached 
unit fluctuated between $270,000 and $290,000. In 1988, 
the median price for a single detached unit was estimated to 
be $238,000. In 1989, the estimated median price of a 
single detached unit was $282,000, or 18 percent higher 
than the previous year. For 1990, prices for single detached 
units are expected to rise marginally, resulting in an annual 
median price of $295,000. 


The median price for condominium apartments, which 
rose by 17 percent from 1988 to 1989, is expected to 
increase by less than the rest of the market, largely as a 
result of the large supply of new units being marketed. For 
1990, the median condominium unit on MLS is forecast to 
be $171,000, up from $169,000 in 1989. 
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Prices in the central corridor of the CMA, which from 
1987 to 1989 had grown most rapidly, are expected to 
show least growth in 1990. As this is the area with the 
highest priced housing, the decline in demand will likely be 
felt most in this sector. 


The total number of sales on MLS fell from 49,381 in 
1988 to 38,960 in 1989, as high prices limited entry into the 
market. In 1990, resales are expected to fall to 32,000. 


Rental Market Eases Slightly 


The vacancy rate for private rental units rose in October 
1989 to 0.3 percent from 0.2 percent in April 1989. The 
vacancy rate is expected to increase to 0.6 percent by 
October 1990, mainly because of the large number of 
condominium units coming on stream in the next 14 
months, many of which will be rented out. Most of these 
vacancies will be in higher priced units which are in 
competition with the new condominium units. Despite this 
easing, Toronto will continue to be one of the tightest 
markets in the country. 


The average rent for an apartment in projects of six or 
more units in October 1989 was 7.4 percent above the 
average rent in October 1988. Because of rent review 
applications above the provincial guideline of 4.6 percent, 
average rents are expected to increase by 6 percent in 1990. 


Renovation Activity to Stabilize 


The total value of building permits for home 
improvements in the first ten months of 1989 in Toronto 
was $298 million, down slightly from the $305 million 
issued for the comparable period in 1988. A major reason 
for the lack of growth is the difficulty in finding skilled 
labour for renovation. However, with the anticipated 
decline in new construction, renovation activity will likely 
increase in 1990 by about 5 percent. 


Mortgage Carrying Costs 


According to Statistics Canada, the median household 
income of homeowners was approximately $62,000 in 
1987. Assuming incomes increase at approximately the 


same rate as consumer prices, roughly 5.5 percent per year, 
then the average income of owners in 1990 would be 
$72,000. Assuming a 40 percent downpayment, an 
expenditure of 28 percent of income on debt service, and a 
mortgage interest rate of 10.75 percent, the average 
household could purchase a home priced at a $295,000, 
which is the same as the anticipated average MLS price. In 
1989, with an average income of $68,500 and an interest 
rate of 12.15 percent, the average household could 
purchase a house that cost $255,000. Thus, as the result of 
a small increase in price and a 1.40 percentage point drop 
in interest rates, housing in Toronto has become more 
affordable. 


The average family income of renters under 65 years 
was $41,000 in 1987. At a growth rate of 5.5 percent per 
annum, this should rise to $47,900 in 1990. Assuming a 15 
percent downpayment, the above renter household could 
afford to purchase a home costing $142,000 home in 1990; 
this price is 87 percent of the anticipated median price of a 
condominium apartment unit. In 1989, a similar household 
could afford to purchase a unit costing $122,000. 


Now Is the Time to Find Out 
About NHA Insurance 


Increase your sales with fast approvals for CMHC loan 
insurance. The insurance premium can be added to the 
mortgage balance to reduce the buyer’s upfront cash 
requirements. 


If you are a warranty builder, buyers of your houses can 
now qualify for CMHC mortgage loan insurance at the 
time of sale or at any stage of construction. 


To discuss how CMHC mortgage loan insurance can 
help you meet the needs of buyers, call Jill Metcalf at (416) 
781-2451, or toll free at 1-800-387-8558. 


Address questions or comments concerning this report to 


Irwin Lithwick, Senior Market Analyst, CMHC Toronto 
Branch, at 781-2451, or toll free at 1-800-387-8558. 
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Toronto Housing Sector to Remain Slow 
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As a result of the declines in new home sales and housing starts in the first half of this year, 


housing sector will continue to experience low levels of activity. The primary causes for these declines 
are: uncertainty about the economic future, high interest rates, high house prices, and an oversupply of 
condominium units constructed in the past two years. The outlook for the remainder of 1990 is for a 
levelling off of activity at current low levels, with the possibility of an improvement beginning the 
middle of 1991. 


Economic Uncertainty 


The national economic outlook remains uncertain. 
Manufacturing new orders, on a seasonally adjusted basis 
have risen in each of the three months, from February to 
April, after declining in the last quarter of 1989. However, 
after increasing by 0.2 per cent in the first quarter of 1990 
Gross National Product fell in April and May. Price 
increases have remained low, with consumer prices 
increasing in the February to May 1990 period at an 
annualized rate of 2.3 per cent, the lowest since October 
1987. 

The Conference Board reports a continued decline of 
confidence in the economic future, as the index of 
consumer confidence in Ontario fell from 108 in the first 
quarter of 1989 to 74 in the second quarter of 1990. With 
this sort of declining momentum in the market, the 
prospects for below average levels of activity this fall are 
high. More significantly, the number of jobs in the 
manufacturing sector in Canada has declined by 156,000, 
from 2.205 million in June 1989, to 2.049 million in June 
1990. Full time employment has increased by only 66,000 
jobs, or 0.6 per cent over the 12 month period from June to 
June. In Ontario, the Help Wanted Index fell from 167 in 
June 1989 to 112 in June 1990, a decline of 27.3 per cent. 

Within the Toronto area, the picture is much bleaker. 
The number of jobs in the manufacturing sector fell from 
410,400 in the second quarter of 1989 to 378,200 in the 
second quarter of 1990. Although employment grew by 
10,000 over the past year, the increase was concentrated in 
the Finance and Real Estate Sectors, both of which will be 
facing declining employment levels over the next few 
months. 


Canada 


For 1990, we forecast an increase of 15,000 jobs 
compared to 49,000 jobs in 1988-1989. By the middle of 
1991, the economy should begin to improve in response to 
moderating interest rates, resulting in an increase in 
production, to be followed by increased employment. As a 
result, on balance for the entire year, there will be an 
increase in employment of 23,000 in 1991. 

The unemployment rate in Toronto stood at 3.9 per cent 
in June 1990, down from the 5.1 per cent level recorded in 
May, and a slight increase from 3.7 per cent in June 1989. 
The large outflow of persons from Toronto to the west has 
kept the unemployment rate from rising even faster. 
However, as the western economy continues to soften, 
migration flows to Western Canada will decline. As a 
result, the unemployment rate is expected to jump to 6.5 
per cent by the end of the year, and reach 7.3 per cent in 
1991. | 
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Interprovincial migration figures show a net loss to 
Ontario of 6,500 in 1989. This compares to positive 
interprovincial migration figures of 11,000 in 1988 and 
38,000 in 1987. Net interprovincial outmigration, as a 
result of declining migration into Ontario from other 
provinces, is expected to increase to 13,400 in 1990, and 
then fall back to 5,700 in 1991. However, net immigration 
from other countries remains strong. During 1989, net 
immigration to Ontario totalled 86,000, compared to 
71,000 in 1988. Total net immigration is likely to increase 
in 1990 to 90,400, and then decline slightly to 88,000 in 
1991. Assuming 60 per cent of net migrants come to 
Toronto, and that the average number of persons per 
household is 3.0, this combination of net interprovincial 
out-migration and strong immigration will result in 18,080 
additional households in 1990 and 16,460 in 1991. 


Migration to Ontario 
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Mortgage interest rates increased during the first half of 
1990 in response to stronger than expected economic 
activity, political uncertainty and continued inflationary 
pressures. Rates on both one and five year terms climbed to 
14.25 per cent by the end of April 1990 and remained at 
that level throughout the second quarter. At 14.25 per cent 
mortgage interest rates were 2 full percentage points higher 
than at that beginning of the year. 

Most forecasters expect interest rates to remain high 
throughout most of the third quarter of 1990 before 
declining during the remainder of the year. Interest rates 
will continue to decline, albeit modestly, throughout 1991. 
Although weaker economic activity will place downward 
pressure on interest rates during the second half of 1990 
and first part of 1991, the combination of wage inflation, 
the introduction of the GST and high interest rates in the 
U.S., Japan and West Germany will moderate the decline. 
Mortgage rates are expected to remain high throughout the 
third quarter before declining by one-half to one full 
percentage point during the fourth quarter. They are 
expected to continue to decline further by between one-half 
to one percentage point on average in 1991. 


Oversupply of New Housing 

Within a period of a few months, the Toronto housing 
market turned from a strong sellers’ market to a buyers’ 
market, as the major indicators of housing strength (sales, 
Starts, prices, resales, and sales-to-listing ratios) all 
weakened. 

A major reason for this weakening was that the market 
had been overbuilt in the previous two years: whereas starts 
averaged 27,500 units in the period from 1970 to 1986, 
during 1987 to 1989, starts averaged 40,000, or 45 per cent 
higher than the long term average. As a result, the market 
was due for a correction. 


Monthly Housing Starts — Toronto CMA 
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Of the various sectors, condominiums were the most 
overbuilt. We estimate that the Toronto market in the 
medium term can _ absorb’ approximately 9,000 
condominium units per year, yet almost 20,000 units have 
been completed in the 18 months from the beginning of 
1989 to June 1990. Moreover, a further 14,058 were under 
construction at the end of July 1990. As a result, there is a 
potential surplus of 22,000 units or the equivalent of 17 
months of supply. In addition, there are a number of 
projects that have been planned although, since January, 
approximately 20 projects have been put on hold, It is this 
excess supply that is the primary cause of the current crisis 
in the condominium market, and the situation is not likely 
to improve until the excess supply is absorbed. The fact 
that so many projects have been put on hold means that, 
should the market start to improve, these projects will 
re-enter the market, likely preventing any major increase in 
prices for an even longer period. As a result of the large 
supply of new units, prices should decline by 10 per cent in 
1990 and another 5 per cent in 1991. In addition, many 
builders will offer special incentives in order to sell out 
projects. 

As a result of this oversupply of housing units, new 
Starts are expected to decline by over 40 per cent in 1990 to 
a level of just under 20,000 units, rising slightly to 23,500 
in 1991 as the housing sector leads the economic recovery. 
The number of single starts is expected to fall from 16,529 
units in 1989 to 7,200 units in 1990 and then rise to 10,000 


in 1991, while condominium apartment starts should fall 
from 12,382 to 5,300 units in 1990 and 5,800 in 1991. 
Many of the new units will be at the lower end of the price 
spectrum, as builders seek to satisfy the demand for 
affordable family housing. As the resale market starts to 
improve, the move-up market will create a demand for 
higher priced units as well. With regard to assisted rental 
housing, there will be a significant increase in 1990 and 
1991 in the number of starts as projects approved by the 
federal and provincial governments begin construction. 

In the first 6 months of 1990, 35 per cent of the starts of 
single detached units occurred in York Region, down from 
38 per cent the previous year; Etobicoke and Newmarket 
were the only large municipalities to show an increase in 
single starts between 1989 and 1990. Metropolitan Toronto 
had 51 per cent of the multiple unit starts, down from 55 
per cent in the corresponding period last year. 


Housing Starts by Area —- Toronto CMA 
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House Prices to Remain Flat 

The median price of newly completed detached single 
family homes was $285,000 in the first half of 1990, up 8 
per cent from the $263,000 recorded in the last half of 
1989, according to statistics from CMHC’s Housing 
Market Information System. About 10 per cent of newly 
completed single detached units in the first six months of 
1990 had a price below $200,000, while 17 per cent were 
sold at a price above $500,000. These statistics exclude 
incentives being offered by many builders, such as reduced 
mortgage rates and various upgrades. 

Prices for single detached units are expected to decline 
by 10 per cent for the rest of 1990 and the first part of 
1991, in response to declining demand and an increase in 
the construction of lower priced, more affordable housing. 
The median price for a completed single detached unit is 
forecast to rise moderately by 5 per cent by the end of 
1991. 

At the end of the first half of 1990, there were a total of 
1,024 completed but unoccupied single detached units in 
the Toronto CMA, compared to 151 at the end of June 
1989. 


Absorption by Price Range — 1990 Single Detached Units 
Toronto CMA 
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This year, total new home sales are expected to number 
8,500, representing a 45 per cent decrease from the very 
low figure in 1989. In 1989, new home sales totalled 
15,395 units, or an average of 1,283 per month, 55 per cent 
lower than the 2832 units per month in 1988. Sales of new 
homes, according to the Toronto Home _ Builders’ 
Association, declined sharply in the middle of 1989, and 
have remained in the 700 unit per month range since then. 
In 1991, sales will rebound by 35 per cent to 11,500 units. 

Sales of new condominiums declined from a high of 
1,661 in October 1988 to 226 units in August 1989, and 
have remained low since then, reaching as low as 97 units 
in April 1990. Sales will likely total 2,000 for 1990, which - 
is Slightly higher than the 1661 units sold in October 1988. 
For 1991, condominium sales will approach 2,750 units. 


Land Supply 

With the decline in starts, demand for serviced lots has 
also declined. Indication are that land prices have dropped 
significantly for the few number of sales that have 
occurred. Most of the large landholders, however, have 
decided not to sell their assets, as they prefer to hold on to 
their lots rather than cut prices. 

Land supply for single family housing is expected to be 
adequate to meet 1990 and 1991 requirements. However, 
limits on sewage capacity will increasingly constrain the 
supply of land, particularly in York and Durham regions. 
With a potential surplus of condominium units, the price of 
land zoned for high rise development will likely fall in 
1990. As a result of municipal development charges 
permitted under Bill 20, lot prices for singles will likely 
increase, but only in 1991. 


Resale Prices 

The price of resale housing, according to the Toronto 
Real Estate Board, has remained relatively flat since 
February, as the median price for a single detached unit 
fluctuated around $270,000. In 1988, the median price for a 
single detached unit was estimated to be $238,000 while in 
1989, the estimated median price of a single detached unit 
was $282,000, or 18 per cent higher than the previous year. 


For 1990, prices for single detached units are expected to 
fall by 7.5 per cent, and then rise in 1991 by 3 per cent, 
resulting in an annual median price of $270,000 in 1991. 

The median price for condominium apartments, which 
rose by 17 per cent from 1988 to 1989, is expected to fall, 
largely as a result of the large supply of new units being 
marketed. For 1990, the median condominium unit on MLS 
is forecast to be $156,000, down from $169,000 in 1989. 
The price will fall a further 6 per cent in 1991. 
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The total number of sales on MLS fell from 49,381 in 
1988 to 38,960 in 1989, as high prices limited entry into the 
market. During the first 6 months of 1990, total sales 
numbered 15,869; for the entire year, we expect sales to 
fall to 27,500, a 30 per cent drop from 1989 sales. In 1991, 
sales should increase by 13 per cent to 31,000. 


Rental Market Eases Slightly 

The vacancy rate for private rental units rose in April 
1990 to 0.7 per cent from 0.3 per cent in October 1989. The 
vacancy rate is expected to increase to 1.0 per cent by 
October 1990, mainly because of the large number of 
condominium units coming on stream in the next 14 
months, many of which will be rented out. Most of these 
vacancies will be in higher priced units which are in 
competition with the new condominium units. Despite this 
easing, Toronto will continue to be one of the tightest 
markets in the country. 

The average rent for an apartment in projects of six or 
more units in October 1989 was 7.4 per cent above the 
average rent in October 1988. Because of rent review 
applications above the provincial guideline of 4.6 per cent, 
average rents are expected to increase by 6 per cent in 
1990. 


Renovation Activity Increasing 


The total value of building permits for home 
improvements in the first four months of 1990 in Toronto 


was $100 million, up 16 per cent from the $86 million 
issued for the comparable period in 1989. A major reason 
for the growth is the decision of homeowners to renovate 
rather than sell their existing home in order to buy a new 
home in the current weak market. As this weakness is 
expected to continue into 1990, renovation activity will 
likely increase in 1990 and 1991 by 15 per cent and 10 per 
cent respectively. 


Mortgage Carrying Costs 

According to Statistics Canada, the median household 
income of homeowners in the Toronto CMA _ was 
approximately $62,000 in 1987. Assuming incomes 
increase at approximately the same rate as consumer prices, 
roughly 5.5 per cent per year, then the average income of 
owners in 1990 would be $72,000. Assuming a 40 per cent 
downpayment, an expenditure of 28 per cent of income on 
debt service, and a mortgage interest rate of 14.25 per cent, 
the average household could purchase a home priced at a 
$235,000, which is slightly higher than the median resale 
house price in the first six months of 1990. In 1989, with an 
average income of $68,500 and an interest rate of 12.15 per 
cent, the average household could purchase a house that 
cost $255,000. Thus, as the result of a 2.1 percentage point 
jump in interest rates, housing in Toronto has become less 
affordable. 

The average family income of renters under 65 years 
was $41,000 in 1987. At a growth rate of 5.5 per cent per 
annum, this should rise to $47,900 in 1990. Assuming a 15 
per cent downpayment, the above renter household could 
afford to purchase a home costing $110,000 home in 1990; 
of the condominium apartments sold in the first 6 month of 
1990, just over 1 per cent were priced at or below this 
level. In 1989, a similar household could afford to purchase 
a unit costing $122,000. 


Now Is the Time to Find Out About NHA 
Insurance 


Increase your sales with fast approvals for CMHC loan 
insurance. The insurance premium can be added to the 
mortgage balance to reduce the buyer’s upfront cash 
requirements. 

If you are a warranty builder, buyers of your houses can 
now qualify for CMHC mortgage loan insurance at the 
time of sale or at any stage of construction. 

To discuss how CMHC mortgage loan insurance can 
help you meet the needs of buyers, call Jill Metcalf at (416) 
781-2451, or toll free at 1-800-387-8558. 


Address questions or comments concerning this report to 
the Market Analyst, CMHC Toronto Branch, at 781-2451, 
or toll free at 1-800-387-8558. 


Aussi disponible en francais. 


Canada Mortgage and Housing Corporation 
650 Lawrence Avenue West 
Toronto, Ontario 
MO6A 1B2 
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HIGHLIGHTS 


cooling off of activity among move-up buyers. Both single and multiple starts will 
decline in 1990 in response to weakening demand and rising costs. Condominium 
apartment construction is forecast to decline in response to the potential oversupply 
expected in 1990. 


* The volume of new home salcs in 1990 will remain steady after a marked decline in 1989. 
Resale activity is expected to moderate. 


* Renovation activity has become a major part of the housing industry and will continue to 
increase. 


EMPLOYMENT ACTIVITY TO MODERATE IN gain through international migration was 67,000 persons in 


1990 


Toronto continues to enjoy a low rate of unemployment at 
4.5 percent. However, increases in the cost of living and 


1988. This number is expected to peak at 69,000 persons 
in 1989, then drop slightly to 67,000 persons in 1990. 


the loss of potential inhabitants to more affordable areas MORTGAGE 
surrounding Toronto, means that employment will rise only INTEREST RATE FORECAST 


marginally, to 5.3 percent in 1990. Unemployment will 
rise as businesses revise budgets and trim payrolls in order 
to sustain current levels of productivity rather than try to 
expand and achieve higher levels of growth. 


For the 1987 to 1988 period, employment increased by 


A svear | 


about 55,000 persons or 3.1 percent, a slight decline from i \ IN f 


the 3.8 percent growth experienced from 1986 to 1987. 
Employment in 1989 and 1990 is expected to increase by 
2.7 and 2.3 percent which will bring a net gain of 50,000 


and 45,000 jobs respectively. Most jobs created will SOURCE: CMHC. 


continue to be in the service sector. 


INTEREST RATES FORECAST TO DECLINE 


Gains from interprovincial migration fell dramatically from 
36,370 in 1987 to 11,221 in 1988. Preliminary results The outlook for mortgage rates throughout the remainder of 
suggest that the number of interprovincial migrants to 1989 will depend on the course of economic activity and 
Toronto should decline to 3,000 in 1989 and to 1,200 in inflation. Interest rates peaked in the second quarter of this 
1990, mainly because of a slowing economy and the _ year and the consensus of forecasters calls for a downward 
higher cost of living relative to other provinces. The net 
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trend for the remainder of the year in response to weaker 
economic growth and a subsequent easing of inflationary 
pressures. 


Although there are signs that interest rates are already 
moderating in response to slower economic growth, 
inflationary pressures and expectations are not expected to 
disappear in the short-term, and will moderate the 
magnitude of the decline in rates. 
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HOUSING STARTS TO DECLINE IN 1989 AND 1990 


Housing starts are expected to decline 10 percent from the 
1988 level, to 34,840 units in 1989. Single starts should 
decline by 17 percent in 1989, to 15,750 units. In 1990, 
there will be a further decline in the number of single starts, 
down 14 percent to 13,500 units. In addition, the practice 
of preselling condominium units will begin to dampen the 
once booming new condominium apartment market and 
starts should decrease 28 percent from an estimated level of 
11,750 in 1989 to about 8,500 units in 1990. These 
declines will coincide with a slower economy, modest 
gains in employment, a slightly higher unemployment rate, 
and lower net migration levels. 


MORE MODEST PRICE INCREASES IN 1990 
New House Prices 


The average price of a newly completed detached single 
family home in the Toronto CMA was $423,910 in the 
second quarter of 1989, up 47 percent from the $288,188 
recorded in the same period in 1988, according to the 


d 


AVERAGE NEW HOUSE PRICE 
SINGLE-DETACHED 


$ 
Tt 
H 
O 
U 
S 
A 
N 
D 
S 


FORECAST 


SOURCE: TORONTO HOME BUILDERS’ ASSOCIATION. CMHC. 


Toronto Home Builders’ Association. Condominium 
apartment prices were up a more modest 18 percent from 
$227,012 in 1988 to $270,180 in 1989. 


Prices for singles are expected to increase 14 percent from 
$419,000 in 1989 to $475,000 in 1990 because of the 
continuing high price of land, stepped-down demand, and 
the persistent problem of unavailable serviced lots. 
Builders do not expect the price of land to decrease in the 
short-term. Because of preselling practices, most new 
homes in Toronto, particularly singles, are recorded as 
absorbed when started. It appears that land is being 
time-released to keep pace with the declining number of 
sales which keeps the preselling process intact in this 
market. The recent under-supplied singles market should 
return to a more balanced position in 1990 after bottoming 
out at a seven-year low of 520 units in August 1989. 
Incentive packages, capped mortgage rates and the retum 
of "model homes" to the Toronto market are signs of the 
more conservative levels compared to new home sales in 
1987 and 1988. 


In July 1989, a marked decline in condominium starts 
showed the market adjusting to a period of potential 
oversupply in 1990. Prices have stabilized in the past few 
months, and sales are very slow, in spite of brisk and 
advertising and marketing activity. The number of 
completed and unoccupied units has doubled from 1,039 
units in March 1989 to over 2,200 units in August 1989. It 
is expected prices may decline by as much as 10 percent in 
1990 in response to an oversupply of new units coming 
onto the market. 
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Resale Prices 


Average year-over-year resale house prices will increase 8 
percent to about $298,000 in 1990, after rising 19.8 percent 
from $229,635 in 1988 to $275,000 in 1989. Sales and 
prices should increase moderately this fall with additional 
increases in February, March, and April 1990. 


The sales of existing homes are expected to decline 23 
percent from the 1988 level of 49,381 to 38,000 units in 
1989. A more stable market in 1990, however, should 
cause sales levels to increase by 10 percent over the 1989 
evel to 41,800 units. In 1990, the resale market should be 
ie balanced, with fluctuations in the usual peak times 
throughout the year (February-April, September-October) 
but with less dramatic increases in price and volume. 


All areas and all types of units have comparable rates of 
price increase over the last year. Areas east and north of 
the City, however, may be of more interest to buyers as 
highway improvements have been announced by the 
Province and extended GO Train service to Oshawa will 
start in 1992. 


RENTAL MARKET REMAINS TIGHT 


The Toronto CMA rental market marks its third 
consecutive year of vacancy rates at 0.2 percent or less. 
Although the vacancy rate may ease to 0.3-0.4 percent in 
the next year, no major change in the rate is likely until the 
supply of rental housing is increased. In most cases, 
recorded vacancies are in newly completed buildings which 
have not rented up and in higher end product. 
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Average rent for a two-bedroom apartment in the Toronto 
CMA in October 1988 was $596. This is expected to rise 
5.5-6.0 percent in 1989 and 1990 taking into consideration 
Statutory rent increases and rent review decisions. The 
average rent for a two-bedroom apartment vacant in 
October 1988 was $1,053. Modest rent increases that 
roughly correspond to the inflation rate have discouraged 
new rental building activity as land costs soar. 


VACANCY RATES, PRIVATE APARTMENTS 
SIX UNITS AND OVER, TORONTO CMA 
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SOURCE: CMHC. FORECAST 


LAND SUPPLY VERY LIMITED 


Final approved residential plans show that areas in all 
directions from Metropolitan Toronto have significantly 
increased the number of final approved units in January to 
June 1989 compared to the same period last year. This 
Situation, however, is indicative of the state of the market 
Over the past two years. The land approvals’ process is a 
lengthy one and by the time it is completed, it may not 
accurately reflect the current market. 


Builders claim there is a lack of fully serviced lots for 
immediate use in all regions within the Toronto CMA. 
High prices as well as lengthy approvals and concentrated 
ownership of large parcels within the Toronto CMA are 
contributing to the short-term shortage of serviced land. 


Bill 20, tabled in the Provincial Legislature on 17 May 
1989, will allow both municipalities and school boards to 
impose development charges for the increased costs 
associated with municipal services and school facilities. 
Generally, development charges will be collected before a 
building permit is issued. 
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RENOVATION ACTIVITY CONTINUES TO 
INCREASE 


__ Residential renovation activity in the Toronto CMA 
~ Sontinues to account for a growing proportion of all 
residential construction activity. The value of renovation 
permits issued during 1988 was up 40.2 percent over 1987, 
while the value of improvements as a proportion of all 
residential building activity rose from 4.8 to 6.2 percent. In 
1988, the value of renovation permits exceeded $320 
million, up from $230 million in 1987. The high price of 
new housing and the fact that of many new homes are not 
in the CMA area have caused homeowners to tum to 
expansion and upgrading of their existing homes as a 
practical alternative to buying a new house. Renovation 
activity should maintain its momentum in the face of a 
slowing economy, unlike new homes activity. 


MORTGAGE CARRYING COSTS TO EASE 


According to post-censal estimates, the average household 
income in Toronto is approximately $51,000 in 1989. For 
the move-up buyer, an annual income of $68,100 is 
required to purchase an average-priced resale home of 
$275,000 in 1989. In 1990, the income required for a 
resale home of $298,000 will be $68,800. In comparison, 

an average-priced new single detached home at $419,000 
requires an annual income of $103,800. In 1990, the 
income required for a home of $475,000 will be $109,700. 
These estimates are based on 40 percent down payment, 
forecast annual three-year mortgage interest rates, a 
25-year amortization period, and a 30 percent gross debt 
service ratio. 


Although the move-up buyer will be paying more for a 
house in 1990, lower interest rates and increases in wages 
will make housing slightly more affordable. The average 
household income is still well below the required income 
for average-priced new homes. Generally, the market has 
been driven mostly by move-up buyers who have built up 
equity in their previous home. 


CMHC INSURANCE EASIER TO GET FOR 
BUYERS OF NEW HOMES 


CMHC has changed the way it does business. 


It is now easier for buyers of newly built homes to get 
CMHC mortgage insurance. 


New houses at any stage of construction may qualify, 
including units purchased from plans, model homes, and 
houses which are completed but have never been occupied. 


Find out how CMHC mortgage insurance can help boost 
sales of new homes. Get in touch with your local CMHC 
office. In Toronto, call Jill Metcalf at 416-781-2451. 


Address questions or comments concerning this report to 


the Market Analyst, CMHC Toronto Branch, at 781-2451, 
or toll free at 1-800-387-8558. 


Aussi disponible en francais. 
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Canada Mortgage and Housing Corporation 


690 Lawrence Ave. W. 


Toronto, Ontario 
M6A 1B2 
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1988. 


moderate. 


A 
ECONOMIC GROWTH TO CONTINUE BUT AT A 
SLOWER PACE 


Toronto’s diversified economy, while continuing to 
outperformed other areas of Ontario and Canada, will 
moderate during the latter half of 1989. Factors 
contributing to this slowdown include a reduction in 
migration to Toronto (particularly from other provinces) 
lower rates of job creation, a more moderate pace of 
consumer spending, a low rate of personal savings, and a 
reduced level of investment by industry. A net inflow of 
45,000 persons to Toronto is expected in 1989, down 
moderately from 1988. 


For the 1987 to 1988 period, employment increased by 
about 55,000 or 3.1 percent, a slight decline from the 3.8 
percent growth experienced from 1986 to 1987. 
Employment in 1989 is expected to increase by about 2.7 
percent for a net gain of 50,000 jobs. Many of these jobs 
will be in the lower paying service sector. In December 
1988, the unemployment rate continued to be the lowest in 
the country. The unemployment rate is expected to remain 
in the 3.8 range this year. 


Canada Mortgage Société canadienne 
and Housing d’hypothéques et 


NHA 6046 04/88 Corporation 


HOUSING ACTIVITY TO MODERATE IN 1989 


The housing market in 1989 will continue to be dominated by the move-up market 
and by investors active in the condominium apartment market. Housing starts are 
expected to decline from 1988 levels. Single starts will continue to decline, while 
multiple starts will increase marginally. The slight rise in multiple starts will result 
from increased production and strong presales activity in the condominium sector in 


The volume of new home sales will decline and price increases will moderate in line 
with stepped down growth in the economy. Resale activity is also expected to 


Renovation activity will continue to increase in importance during the next few years. 


MORTGAGE RATES INCREASING IN 
HALF OF 1989 


FIRST 


Mortgage rates on all terms, which are currently at their 
highest levels in over three years, will continue to increase 
through the remainder of the first half of 1989 in line with 
the steady upward trend in money market rates as monetary 
policy continues to tighten. The increase in mortgage rates, 


INTEREST RATE FORECAST 


SOURCE: CMHC. 
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relative to other interest rates, may be moderated to some 
extent by the fact that lenders will need to place their large 
inflows of RRSP deposits into suitable assests such as 
mortgage loans. Nevertheless, the five-year (closed) 
mortgage rate will increase to peak at 12.75 percent in the 
second quarter. The one-year (closed) mortgage rate will 
also increase further before peaking in the 13.00-13.25 
percent range during the second quarter. 


A moderation in economic growth by the third quarter is 
expected to allow some easing in monetary policy and 
subsequently mortgage rates should start to decline 
gradually. By year-end 1989, mortgage rates are expected 
to decline by between 125 to 150 basis points from first 
quarter levels. 


STRONG LEVEL OF STARTS ACTIVITY TO 
CONTINUE 


Starts are expected to decline and price increases and sales 
volumes to moderate from previous years’ levels. Housing 
starts in the Toronto CMA totalled 38,792 units in 1988, a 
decline of almost 17 percent from the 1987 level. Single 
starts dropped 31 percent while multiple were up five 
percent. Housing starts in 1989 are expected to decline 
about eight percent to roughly 35,600 units. Despite the 
decline in starts from the record 1987 level, 1988 starts and 
those forecast for 1989 are well above the average level of 
activity over the past decade. 


Despite this decline, starts of multiple units in 1989 will 
increase three percent due to an increase in assisted 
housing and the continued strength of the condominium 
apartment market. Condominium apartment starts, which 
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“s 
are expected to decline almost seven percent to rouse « 
11,000 units, will nevertheless remain well above historic 
levels of activity. Condominium starts in 1989 will rise as 
a proportion of total starts. In 1987 condominium starts 
represented almost 26 percent of total starts, while in 1989 
this proportion should increase to roughly 31 percent. The 
continued strength of condominium starts in 1989 is 
attributable to strong presales activity in 1988. 
Condominium presales increased over 1987 levels due to 
strong investor activity and because first time buyers have 
been largely priced out of the single-detached housing 
sector in Toronto. 


In 1988, condominiums accounted for 38 percent of new 
sales, up from 32 percent in 1987. The shift from freehold 
to condominium sales will continue because of the lack of 
reasonably priced serviced lots, a waning of pent-up 
demand from the early 1980’s and slower rates of family 
versus non-family household formation. 


There is some indication that the condominium apartment 
market is now entering a vulnerable phase. The recent high 
level of condominium apartment construction with a large 
investor component could make these units increasing 
difficult to rent at rates which cover carrying cost 
especially as the economy slows. Peripherally located units 
with lower levels of accessibility will be affected the most. 


New condominums now tend to be almost exclusively 
constructed to suit an adult lifestyle. Strong demand exists 
for affordable ownership accommodation catering to young 
families. This potentially profitable market segment 
represents an opportunity for medium to high density forms 
of housing with good accessibility and neighbourhood 
amenities. 


In contrast to the slight increase in multiple starts, a further 
decline in the order of about 20 percent is expected in the 
single-freehold market. Entry level home buyers have been 
priced out of this market in part because of the new 
housing product mix which favours move-up buyers. 
Consequently, many households now either seek relatively 
more affordable homes located in the Oshawa CMA and 
peripheral Toronto locations or substitute multiple unit 
housing forms. The trend to higher density forms of 
housing will continue and employment in residential 
construction will begin to decline with the shrinking labour 
intensive single detached housing sector. 


6... home sales were roughly 34,000 units in 1988, up 
24 percent above 1987 levels. Virtually all new homes in 
the Toronto area are sold prior to construction. In 1989, 
new home sales will decline by 20 per cent due to high land 
costs, a potential over-supply of condominium units and a 
general slowing of the economy. 


SHORT TERM LAND SUPPLY LIMITED 


Based on the current pace of development and information 
from the Official Plan Approval process, there is a nine 
year supply of residential land in the five Regional 
Municipalities comprising the Greater Toronto area. About 
40 percent of the vacant land intended for residential 
purposes is in the Peel Region. While there is no shortage 
of vacant land in the medium term, the short-run supply of 
serviced land is very tight. Localized infrastructure 
improvements are necessary to achieve the level of new 
housing development indicated by Official Plan approvals. 


Land costs increased in the order of 100 percent in 1988 
and have now stabilized, making the construction of 
modest priced housing difficult. In the Toronto market, 
land now accounts for about 49 percent of the price of a 
5/50 square foot new house compared to 34 percent in 
anuary 1986. The price of a typical 35 foot lot in 
peripherally located areas is approximately $130,000. Lot 
prices are expected to increase in 1989 but at a more 
moderate pace. 


PRICE INCREASES TO MODERATE IN 1989 
New House Prices 


CMHC’s average dwelling price for new absorbed single 
detached units was $256,731 in December 1988, up 17 
percent from the previous year. A 10 percent increase is 
expected in 1989. This price is the base asking price for 
new units. 


Resale Prices 


On a year over year basis, the average MLS house price 
increased 30 percent to $254,112 in December 1988. A 
strong sellers’ market last year was supported by lower 
interest rates in the first half of the year and the continued 
strong performance of Toronto’s economy. Sales volumes 
in 1988 totalled 49,381 an increase of 14 percent from 
1987. 
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In 1989, the resale market is expected to move toward a 
more balanced position. A price increase of 12 percent is 
expected, and by December 1989, the MLS house price 
will average about $285,000. A smaller increase in prices 
is expected for condominium apartment units due to a 
potential oversupply. MLS sales are forecast to decline 10 
per cent to approximately 44,500 sales in 1989. 


LEVEL OF RENOVATION ACTIVITY TO 
INCREASE 


Residential renovation activity in the Toronto CMA will 
continue to include a growing proportion of all residential 
construction activity. The value of renovation permits 
issued during the first half of 1988 was up 26 percent over 
the same period in 1987, while the value of improvements 
as a proportion of all residential building activity rose from 
4.1 to 5.1 percent. Last year the value of renovation 
permits exceeded $230 million, up from just under $165 
million in 1986. 


The high price of new housing and the location of many 
new homes in less accessible areas, have resulted in the 
expansion and upgrading of existing homes becoming more 
practical alternatives for many homeowners. 


RENTAL MARKET REMAINS TIGHT 


A vacancy rate of 0.2 percent was recorded in CMHC’s 
April and October 1988 surveys. The few vacancies that 
exist tend to be concentrated in buildings that were recently 
completed or have high rents. 


VACANCY RATES 
TORONTO CMA 


SOURCE: CMHC. 


In Toronto CMA, the average monthly rent for all 
two-bedroom apartments in October 1988, was $596, an 
increase of 5.0 percent from the previous year. The 
average rent for vacant units was $1045. Rent increases in 
1989 will likely be slightly higher. The vacancy rate will 
remain low at about 0.3 percent in 1989. Easing in the 
rental market is likely to occur in 1990 when increased 
levels of non-profit and co-operative housing units are 
completed. 


Due to the high investment component in condominium 
apartment buildings, the availability of bachelor and 
one-bedroom luxury rentals is also expected to increase. 


HOUSING CONTINUES TO BECOME LESS 
AFFORDABLE 


Access to homeownership is becoming increasingly 
difficult for first time buyers. In December 1987, the 
average MLS condominium townhouse sold for nearly 
REQUIRED INCOME FOR AVERAGE 
MLS CONDOMINIUM TOWNHOUSE 


$ 
if 
H 
O 
U 
S) 
A 
N 
D 
s 


eas 
1988 
FORECAST 


Pas (eae 
1984 1985 1986 1987 


SOURCE: TREB AND CMHC. 


$136,500. A family income of $46,000 was required to ~ 


purchase this typical house with an 80 percent mortgage, a 
mortgage interest rate of 10.75 percent and assuming a 
household can devote 30 percent of its income towards 
principal, interest and tax payments. 


From December 1987 to December 1988, the average price 
for this house type had increased about 29 percent, to 
approximately $175,000. Applying similar assumptions 
and using an interest rate of 11.50 percent resulted in a 30 
percent increase in the required income to roughly $60,000. 


By the end of 1989, the average condominium townhouse 
price is expected to increase about 14 percent to $199,500. 
Following the above example, but with a mortgage interest 
rate of 11.75 percent, a family income of almost $69,000 
will be required. 


RAPID APPROVAL SERVICE AVAILABLE FOR 
CMHC MORTGAGE LOAN INSURANCE 


The majority of mortgage insurance applications submitted 
to CMHC’s Toronto Branch receive approval in less than 
24 hours. Immediate Telephone Approvals are available 
under CMHC’s PRIME Program. ¢ 
Further revisions to policies are having a very positive 
effect on investor purchasers. CMHC is prepared to offer 
mortgage insurance on rental loans up to 85 percent of 
value. Underwriting fees and premiums may be added to 
the mortgage loan should the entrepreneur so desire. 


Please call Jill Metcalf, Underwriting Department at 
781-2451 or toll free at 1-800-387-8558 for further 
information. 


PUBLICATIONS AVAILABLE FROM CMHC 


To receive the latest edition of CMHC’s "Mortgage Market 
Trends" publication contact the Market Analysis Centre in 
Ottawa at (613)-748-2344. 


CMHC recently released the findings of a national 
renovation study. The study titled, "Residential 
Renovation Overview", is available free of charge and may 
be obtained by contacting CMHC’s Canadian Housing 
Information Centre at (613)-748-2367. 


Questions or comments concerning this report may be 
addressed to the Market Analyst, CMHC-Toronto Branch 
at (416)-781-2451 OR TOLL FREE 1-800-387-8558. 


Canada Mortgage and Housing Corporation 
650 Lawrence Avenue West 
Toronto, Ontario 
M6A-1B2 
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ECONOMIC GROWTH TO CONTINUE BUT AT A 
SLOWER PACE 


Toronto’s diversified economy, while continuing to 
outperformed other areas of Ontario and Canada, will 
moderate during the latter half of 1989. Factors 
contributing to this slowdown include a reduction in 
migration to Toronto (particularly from other provinces) 
lower rates of job creation, a more moderate pace of 
consumer spending, a low rate of personal savings, and a 
reduced level of investment by industry. A net inflow of 
45,000 persons to Toronto is expected in 1989, down 
moderately from 1988. 


For the 1987 to 1988 period, employment increased by 
about 55,000 or 3.1 percent, a slight decline from the 3.8 
percent growth experienced from 1986 to 1987. 
Employment in 1989 is expected to increase by about 2.7 
percent for a net gain of 50,000 jobs. Many of these jobs 
will be in the lower paying service sector. In December 
1988, the unemployment rate continued to be the lowest in 
the country. The unemployment rate is expected to remain 
in the 3.8 range this year. 


Canada Mortgage Société canadienne 
and Housing d’hypothéques et 


NHA 6046 04/88 Corporation . 


HOUSING ACTIVITY TO MODERATE IN 1989 


The housing market in 1989 will continue to be dominated by the move-up market 
and by investors active in the condominium apartment market. Housing starts are 
expected to decline from 1988 levels. Single starts will continue to decline, while 
multiple starts will increase marginally. The slight rise in multiple starts will result 
from increased production and strong presales activity in the condominium sector in 


The volume of new home sales will decline and price increases will moderate in line 
with stepped down growth in the economy. Resale activity is also expected to 


Renovation activity will continue to increase in importance during the next few years. 


MORTGAGE RATES INCREASING IN FIRST 
HALF OF 1989 


Mortgage rates on all terms, which are currently at their 
highest levels in over three years, will continue to increase 
through the remainder of the first half of 1989 in line with 
the steady upward trend in money market rates as monetary 
policy continues to tighten. The increase in mortgage rates, 
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relative to other interest rates, may be moderated to some 
extent by the fact that lenders will need to place their large 
inflows of RRSP deposits into suitable assests such as 
mortgage loans. Nevertheless, the five-year (closed) 
mortgage rate will increase to peak at 12.75 percent in the 
second quarter. The one-year (closed) mortgage rate will 
also increase further before peaking in the 13.00-13.25 
percent range during the second quarter. 


A moderation in economic growth by the third quarter is 
expected to allow some easing in monetary policy and 
subsequently mortgage rates should start to decline 
gradually. By year-end 1989, mortgage rates are expected 
to decline by between 125 to 150 basis points from first 
quarter levels. 


STRONG LEVEL OF 
CONTINUE 


STARTS ACTIVITY TO 


Starts are expected to decline and price increases and sales 
volumes to moderate from previous years’ levels. Housing 
starts in the Toronto CMA totalled 38,792 units in 1988, a 
decline of almost 17 percent from the 1987 level. Single 
starts dropped 31 percent while multiple were up five 
percent. Housing starts in 1989 are expected to decline 
about eight percent to roughly 35,600 units. Despite the 
decline in starts from the record 1987 level, 1988 starts and 
those forecast for 1989 are well above the average level of 
activity over the past decade. 


Despite this decline, starts of multiple units in 1989 will 
increase three percent due to an increase in assisted 
housing and the continued strength of the condominium 
apartment market. Condominium apartment starts, which 
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are expected to decline almost seven percent to roughly 
11,000 units, will nevertheless remain well above historic 
levels of activity. Condominium starts in.1989 will rise as 
a proportion of total starts. In 1987 condominium starts 
represented almost 26 percent of total starts, while in 1989 
this proportion should increase to roughly 31 percent. The 
continued strength of condominium starts in 1989 is 
attributable to strong presales activity in 1988. 
Condominium presales increased over 1987 levels due to 
strong investor activity and because first time buyers have 
been largely priced out of the single-detached housing 
sector in Toronto. 


In 1988, condominiums accounted for 38 percent of new 
sales, up from 32 percent in 1987. The shift from freehold 
to condominium sales will continue because of the lack of 
reasonably priced serviced lots, a waning of pent-up 
demand from the early 1980’s and slower rates of family 
versus non-family household formation. 


There is some indication that the condominium apartment 
market is now entering a vulnerable phase. The recent high 
level of condominium apartment construction with a large 
investor component could make these units increasing 
difficult to rent at rates which cover carrying costs, 
especially as the economy slows. Peripherally located units 
with lower levels of accessibility will be affected the most. 


New condominums now tend to be almost exclusively 
constructed to suit an adult lifestyle. Strong demand exists 
for affordable ownership accommodation catering to young 
families. This potentially profitable market segment 
represents an opportunity for medium to high density forms 
of housing with good accessibility and neighbourhood 
amenities. 


In contrast to the slight increase in multiple starts, a further 
decline in the order of about 20 percent is expected in the 
single-freehold market. Entry level home buyers have been 
priced out of this market in part because of the new 
housing product mix which favours move-up buyers. 
Consequently, many households now either seek relatively 
more affordable homes located in the Oshawa CMA and 
peripheral Toronto locations or substitute multiple unit 
housing forms. The trend to higher density forms of 
housing will continue and employment in residential 
construction will begin to decline with the shrinking labour 
intensive single detached housing sector. 


New home sales were roughly 34,000 units in 1988, up 
24 percent above 1987 levels. Virtually all new homes in 
the Toronto area are sold prior to construction. In 1989, 
new home sales will decline by 20 per cent due to high land 
costs, a potential over-supply of condominium units and a 
general slowing of the economy. 


SHORT TERM LAND SUPPLY LIMITED 


Based on the current pace of development and information 
from the Official Plan Approval process, there is a nine 
year supply of residential land in the five Regional 
Municipalities comprising the Greater Toronto area. About 
40 percent of the vacant land intended for residential 
purposes is in the Peel Region. While there is no shortage 
of vacant land in the medium term, the short-run supply of 
serviced land is very tight. Localized infrastructure 
improvements are necessary to achieve the level of new 
housing development indicated by Official Plan approvals. 


Land costs increased in the order of 100 percent in 1988 
and have now stabilized, making the construction of 
modest priced housing difficult. In the Toronto market, 
land now accounts for about 49 percent of the price of a 
1,750 square foot new house compared to 34 percent in 
January 1986. The price of a typical 35 foot lot in 
peripherally located areas is approximately $130,000. Lot 
prices are expected to increase in 1989 but at a more 
moderate pace. 


PRICE INCREASES TO MODERATE IN 1989 
New House Prices 


CMHC’s average dwelling price for new absorbed single 
detached units was $256,731 in December 1988, up 17 
percent from the previous year. A 10 percent increase is 
expected in 1989. This price is the base asking price for 
new units. 


Resale Prices 


On a year over year basis, the average MLS house price 
increased 30 percent to $254,112 in December 1988. A 
strong sellers’ market last year was supported by lower 
interest rates in the first half of the year and the continued 
strong performance of Toronto’s economy. Sales volumes 
in 1988 totalled 49,381 an increase of 14 percent from 


1987. 
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In 1989, the resale market is expected to move toward a 
more balanced position. A price increase of 12 percent is 
expected, and by December 1989, the MLS house price 
will average about $285,000. A smaller increase in prices 
is expected for condominium apartment units due to a 
potential oversupply. MLS sales are forecast to decline 10 
per cent to approximately 44,500 sales in 1989. 


LEVEL OF RENOVATION ACTIVITY TO 
INCREASE 


Residential renovation activity in the Toronto CMA will 
continue to include a growing proportion of all residential 
construction activity. The value of renovation permits 
issued during the first half of 1988 was up 26 percent over 
the same period in 1987, while the value of improvements 
as a proportion of all residential building activity rose from 
4.1 to 5.1 percent. Last year the value of renovation 
permits exceeded $230 million, up from just under $165 
million in 1986. 


The high price of new housing and the location of many 
new homes in less accessible areas, have resulted in the 
expansion and upgrading of existing homes becoming more 
practical alternatives for many homeowners. 


RENTAL MARKET REMAINS TIGHT 


A vacancy rate of 0.2 percent was recorded in CMHC’s 
April and October 1988 surveys. The few vacancies that 
exist tend to be concentrated in buildings that were recently 
completed or have high rents. 


VACANCY RATES 
TORONTO CMA 
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SOURCE: CMHC. 


In Toronto CMA, the average monthly rent for all 
two-bedroom apartments in October 1988, was $596, an 
increase of 5.0 percent from the previous year. The 
average rent for vacant units was $1045. Rent increases in 
1989 will likely be slightly higher. The vacancy rate will 
remain low at about 0.3 percent in 1989. Easing in the 
rental market is likely to occur in 1990 when increased 
levels of non-profit and co-operative housing units are 
completed. 


Due to the high investment component in condominium 
apartment buildings, the availability of bachelor and 
one-bedroom luxury rentals is also expected to increase. 


HOUSING CONTINUES TO BECOME LESS 
AFFORDABLE 


Access to homeownership is becoming increasingly 
difficult for first time buyers. In December 1987, the 
average MLS condominium townhouse sold for nearly 
REQUIRED INCOME FOR AVERAGE 
MLS CONDOMINIUM TOWNHOUSE 
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$136,500. A family income of $46,000 was required to 
purchase this typical house with an 80 percent mortgage, a 
mortgage interest rate of 10.75 percent and assuming a 
household can devote 30 percent of its income towards 
principal, interest and tax payments. 


From December 1987 to December 1988, the average price 
for this house type had increased about 29 percent, to 
approximately $175,000. Applying similar assumptions 
and using an interest rate of 11.50 percent resulted in a 30 
percent increase in the required income to roughly $60,000. 


By the end of 1989, the average condominium townhouse 
price is expected to increase about 14 percent to $199,500. 
Following the above example, but with a mortgage interest 
rate of 11.75 percent, a family income of almost $69,000 
will be required. 


RAPID APPROVAL SERVICE AVAILABLE FOR 
CMHC MORTGAGE LOAN INSURANCE 


The majority of mortgage insurance applications submitted 
to CMHC’s Toronto Branch receive approval in less than 
24 hours. Immediate Telephone Approvals are available 
under CMHC’s PRIME Program. 


Further revisions to policies are having a very positive 
effect on investor purchasers. CMHC is prepared to offer 
mortgage insurance on rental loans up to 85 percent of 
value. Underwriting fees and premiums may be added to 
the mortgage loan should the entrepreneur so desire. 


Please call Jill Metcalf, Underwriting Department at 
781-2451 or toll free at 1-800-387-8558 for further 
information. 


PUBLICATIONS AVAILABLE FROM CMHC 


To receive the latest edition of CMHC’s "Mortgage Market 
Trends" publication contact the Market Analysis Centre in 
Ottawa at (613)-748-2344. 


CMHC recently released the findings of a national 
renovation — study. The study titled, "Residential 
Renovation Overview", is available free of charge and may 
be obtained by contacting CMHC’s Canadian Housing 
Information Centre at (613)-748-2367. 


Questions or comments conceming this report may be 
addressed to the Market Analyst, CMHC-Toronto Branch 
at (416)-781-2451 OR TOLL FREE 1-800-387-8558. 


Canada Mortgage and Housing Corporation 
650 Lawrence Avenue West 
Toronto, Ontario 
M6A-1B2 
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